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Introduction 


A Problem 

Man  needs  freedom.  We  believe  this  because  we  believe  that  each  individual 
person  is  precious,  even  sacred,  and  that  he  can  grow  to  his  greatest  worth 
only  if  free  to  develop  in  his  own  ways. 

But  a person  can  fulfil  himself  only  as  a member  of  society,  and  society 
would  crumble  into  chaos  if  individual  freedom  were  completely  unrestrained. 
Restrictions  on  the  freedom  of  each  are  necessary  in  the  interests  of  all.  Here 
is  one  of  man’s  oldest  problems,  to  reconcile  the  need  for  freedom  with  the 
need  for  order. 

What  is  the  best  mixture  of  personal  liberty  and  restrictions  on  freedom? 


The  need  for  freedom  must 
be  reconciled  with  the  need 
for  order. 
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The  Answer 

To  answer  such  a question  we  need  two  kinds  of  information.  We  must  know 
the  facts  of  the  situation  as  fully  as  possible.  And  we  must  have  convictions 
about  what  is  proper  and  good.  Let  us  call  these  two  kinds  of  knowledge 
positive  and  normative  knowledge  respectively.  Positive  knowledge  is  about 
facts.  It  is  our  description  of  the  world  around  us,  past  and  present.  It  is  dis- 
covered by  the  scientific  method  of  observation  and  research.  Normative 
knowledge  is  about  good  and  evil.  It  is  our  set  of  value  judgements,  our 
beliefs  about  what  is  desirable  and  what  is  undesirable.  The  scientific  method 
—observation  and  experiment— gives  us  no  normative  knowledge.  Science  is 
only  about  facts.  Good  and  evil  are  moral  questions,  not  scientific  or  factual 
ones.  Normative  knowledge  comes  from  the  moral  teachings  learned  in  the 
home,  the  church,  and  elsewhere. 

To  repeat  the  ideas  of  the  previous  paragraph  more  briefly:  Positive 
knowledge  is  about  what  is,  and  is  discovered  by  the  scientific  method. 
Normative  knowledge  is  about  what  ought  to  be,  and  is  learned  from  a wide 
variety  of  often  conflicting  sources. 

Consider  the  question  of  capital  punishment,  to  illustrate  how  the  two 
kinds  of  knowledge  are  both  needed  in  making  decisions  about  what  should 
be  done  in  human  affairs.  Should  convicted  murderers  be  executed?  For  an 
answer  one  needs  positive  knowledge,  the  facts.  How  many  murders  happen? 
How  many  are  solved?  Exactly  what  sorts  of  crime  are  we  talking  about— 
how  do  the  courts  define  murder,  and  on  what  grounds  is  a charge  reduced 
to  manslaughter?  These  questions  and  others  can  be  answered  with  reason- 
able certainty. 

Some  factual  information  is  uncertain.  For  instance,  how  effective  is  the 
death  penalty  as  a deterrent  to  murder?  In  principle,  this  question  has  a 
correct  factual  answer,  but  the  answer  is  probably  so  complicated  that  we 
cannot  find  it  fully  and  exactly.  There  is  the  experience  of  different  countries 
to  observe;  there  is  something  known  about  the  motivation  of  particular 
murderers;  but  the  picture  is  incomplete  and  inconclusive.  We  must  make  a 
guess  as  to  what  the  correct  answer  is.  Let  us  call  this  guess  a factual  judge- 
ment. Our  factual  judgement  should  rely  on  whatever  facts  are  available, 
but  it  will  have  to  go  beyond  them. 

In  addition  to  positive  knowledge  (known  facts  and  factual  judgements), 
normative  knowledge  is  necessary.  What  ought  to  be  the  purpose  of  executing 
a murderer?  Some  may  feel  society  ought  to  take  revenge  against  someone 
who  has  grievously  hurt  it.  Others  may  feel  the  purpose  is  to  dispose  of  a 
person  who  has  demonstrated  that  he  is  dangerous.  Still  others  may  believe 
execution  is  justified  only  as  a deterrent  to  other  potential  murderers.  How 
does  the  sanctity  of  the  murderer’s  own  life  weigh  against  society’s  need  for 
protection?  Again,  different  beliefs  are  possible.  Some  believe,  and  others 
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reject  the  belief,  that  it  is  always  wrong  to  take  any  human  life,  including 
a murderer’s. 

Having  put  together  his  knowledge  of  the  clear  facts,  his  factual  Judgements, 
and  his  value  judgements,  a person  can  decide  whether  capital  punishment 
should  be  abolished.  Any  two  people  may  disagree.  If  their  disagreement 


Having  put  together  the  facts,  his  judgements,  and  his  convictions,  a person 
can  decide  whether  capital  punishment  should  be  abolished. 


“My  Grandma  says  hang  everybody.” 

springs  only  from  disagreement  about  what  the  clear  facts  are,  then  one  or 
both  of  them  must  be  demonstrably  wrong.  More  careful  investigation  could 
lead  them  to  agreement.  If  their  disagreement  rests  on  the  use  of  different 
factual  judgements,  more  careful  investigation  could,  in  principle,  lead  them 
to  agreement,  but  the  investigation  might  be  impossibly  time-consuming 
and  difficult.  If  their  disagreement  rests  on  the  use  of  different  value  judge- 
ments, there  is  no  way  in  which  either  can  prove  the  other  is  wrong.  Value 
judgements  cannot  be  proved  right  or  wrong  by  the  scientific  method,  and 
there  is  no  other  commonly  accepted  standard  of  proof.^ 


* A few  words  may  be  in  order  about  the  role  of  logic  in  proving  things.  By  logic  we  can  show  this 
kind  of  truth:  “If  statement  B is  correct,  then  statement  A must  also  be  correct  because  it  is  a 
logical  consequence  of  B.”  Logical  proof  always  starts  with  an  “if”.  How  can  we  discover 
whether  the  initial  “if”  statement  itself  is  true?  Not  by  logic.  Logic  could  prove  that  B is  correct 
ij  Q is,  C is  correct  ;/D  is,  and  so  on,  but  there  is  always  a dangling  unproved  “if”.  In  the  area 
of  positive  knowledge,  we  could  try  to  devise  a scientific  experiment  that  would  test  one  of  the 
statements  in  the  chain.  In  the  area  of  normative  knowledge,  we  can  only  extend  the  chain  of 
“ifs”  by  logic  until  it  reaches  anchor  in  an  “if”  statement  that  we  accept  as  an  article  of  faith. 

It  should  be  noted  that  the  scientific  method  is  a method  of  testing  a theory  or  belief  by  trying 
to  disprove  it.  Strictly  speaking,  the  method  cannot  do  more  than  either  disprove  or  fail  to 
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Figure  1 

Problem  Solving 


disprove  a belief;  it  cannot  actually  prove  a truth.  Accepted  scientific  beliefs  are  merely  those 
which  have  not  yet  been  disproved. 

It  should  be  noted,  too,  that  our  acceptance  of  the  scientihe  method  as  a standard  of  disproof 
rests,  ultimately,  on  faith  and  not  on  scientifically  demonstrable  fact.  This  is  a rather  meta- 
physical point  which  ordinarily  has  little  bearing  on  our  everyday  life.  You  might  encounter 
the  point  in  trying  to  disprove  a superstition.  You  might  conduct  a controlled  experiment  in 
which  a hundred  people  who  walked  under  a ladder  turned  out  to  have  no  worse  luck  than  a 
hundred  people  who  didn’t.  The  experiment  would  probably  convince  anyone  who  believed  in 
the  scientific  method  that  walking  under  a ladder  has  no  bearing  on  luck.  But  it  would  not 
convince  anyone  who  didn’t  believe  in  that  method  of  testing,  and  there  is  no  H’ai'  in  which  you 
could  show  him  conclusively  that  the  method  is  valid.  Our  common  sense  tells  us  the  method  is 
valid,  but  in  this  context  “common  sense’’  is  another  term  for  faith.  Our  inability  to  prove  the 
validity  of  the  scientific  method  can  be  very  frustrating  at  times.  For  instance,  we  may  wish  to 
show'  people  who  believe  disease  is  caused  by  fate  or  malign  spirits  that  health  can  be  improved 
through  insect  control  or  inoculations.  We  can  show  scientifically  (i.e.,  fail  to  disprove  by 
experiment)  that  such  measures  improve  health,  but  we  cannot  show  that  our  belief  in  the 
scientific  method  is  more  valid  than  their  belief  in  supernatural  causes. 
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Where  proof  is  not  possible,  persuasion  may  succeed.  One  person  may 
persuade  another  to  adopt  his  own  factual  judgements  and  value  judgements, 
and  agreement  may  thereby  emerge.  Or,  different  persons  may  agree  on 
united  action  even  if  they  disagree  on  what  action  would  be  best.  This  would 
require  some  to  act  in  ways  they  regard  as  more  or  less  wrong,  but  such  com- 
promise of  principle  is  not  always  to  be  condemned  if  common  action  is 
necessary  to  some  important  goal.  If  each  holds  to  his  own  opinions  against 
all  persuasion,  and  refuses  to  take  any  action  other  than  the  one  he  regards  as 
ideal,  the  only  alternatives  left  to  the  disputants  are  physical  combat  or  an 
agreement  to  tolerate  each  other’s  “errors”. 

An  important  point  remains  to  be  made.  In  collecting  the  data  to  answer 
such  a question  as  the  one  about  capital  punishment,  we  find  that  our  norma- 
tive beliefs  help  us  to  decide  what  positive  information  is  important.  That  is, 
our  value  judgements  help  us  to  decide  whether  a fact  is  significant  or  not. 
For  instance,  if  we  believe  absolutely  that  no  human  life  should  ever  be  taken, 
then  we  would  decide  against  capital  punishment  at  once,  and  none  of  the 
facts  would  be  relevant  to  the  decision.  Or  if  we  believe  that  capital  punish- 
ment is  justified  only  if  it  deters  other  potential  murderers,  we  would  want 
facts  about  the  deterrent  effect.  Or  if  we  believe  that  capital  punishment  is 
justified  if  it  disposes  of  dangerous  people,  we  would  be  especially  interested 
in  facts  about  how  dangerous  a one-time  murderer  is.  We  would  want  to 
know,  for  instance,  how  many  freed  murderers  have  killed  again. 


Objectives  of  this  Booklet 

This  booklet  is  not  meant  to  answer  the  question,  “What  is  the  best  mixture 
of  personal  liberty  and  restraints  on  liberty?”  It  would  be  presumptuous  to 
put  any  answers  into  such  a small  book.  It  would  be  inappropriate  to  offer 
one  answer  in  a textbook  to  be  used  by  citizens  of  a free  country,  where  each 
is  expected  to  build  his  own  answer  on  his  own  convictions. 

What  is  attempted  in  this  book  is  the  discussion  of  some  aspects  of  the 
question  as  it  applies  to  political  and  economic  problems.  The  book  describes 
the  principal  kinds  of  political  and  economic  organization  existing  in  various 
countries  in  today’s  world,  and  describes  certain  major  problems  in  the  realms 
of  politics  and  economics.  In  other  words,  the  purpose  of  the  book  is  to 
provide  positive  information,  to  which  the  reader  may  add  his  own  normative 
knowledge  in  order  to  reach  his  own  conclusions  about  political  and  eco- 
nomic issues. 

By  avoiding  normative  statements,  the  authors  seek  to  avoid  indoctrination 
in  the  classroom  on  current  political  issues.  However,  the  objective  is  im- 
possible of  full  attainment.  For  one  thing,  there  are  far  too  many  facts  in  the 
world  for  them  all  to  be  presented;  and,  as  was  pointed  out  in  the  third-last 
paragraph,  value  judgements  influence  the  decision  as  to  what  facts  will  be 
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left  out  as  of  minor  or  no  importance.  The  very  selection  of  what  facts  to 
include  brings  value  judgements  implicitly  into  even  the  most  austerely  factual 
textbook.  For  another  thing,  no  author  can  guarantee  that  his  factual  judge- 
ments are  completely  free  of  normative  content.  It  is  all  too  easy  to  let  our 
judgements  about  how  the  world  is  be  influenced  by  our  judgements  of  how 
it  ought  to  be. 

In  short,  it  is  not  possible  for  a book  in  social  studies  to  be  utterly  unbiased 
and  neutral  on  matters  of  opinion.  The  ultimate  safeguard  against  indoctrina- 
tion is  of  necessity  the  student  himself.  He  must  form  his  own  factual  judge- 
ments and  value  judgements,  be  alert  to  recognize  new  and  conflicting  ones, 
and  decide  for  himself  whether  to  accept  the  new  or  preserve  the  old.  It  is  a 
difficult  task,  but  until  he  does  it  for  himself  he  will  be  an  easy  victim  of 
others  willing  to  do  it  for  him. 

Outline  of  this  Booklet 

The  problem  of  reconciling  the  need  for  freedom  with  the  need  for  regulation 
appears  in  many  contexts.  The  question  of  capital  punishment  is  only  one 
instance.  Another  instance  occurs  in  the  classroom,  where  each  student  needs 
freedom  to  pursue  topics  of  interest  to  him  but  also  needs  discipline  and 
direction  in  his  studies.  Any  number  of  other  instances  may  be  envisaged. 

Two  instances  of  the  problem  are  considered  in  this  book.  The  first  is  one 
faced  by  the  underdeveloped  countries,  where  an  urgent  need  for  greater 
production  must  be  reconciled  with  or  balanced  against  personal  liberty. 
Every  country  is  different  but  we  cannot  discuss  them  all.  A few  have  been 
chosen  for  brief  case  studies.  The  problems  of  underdeveloped  countries  are 
the  subject  of  Part  2. 

The  second  instance  arises  from  a study  of  the  rich  countries,  in  which  the 
role  of  government  has  increased  greatly  in  this  century.  We  will  look  at  the 
reasons  for  the  growth  of  large  and  complex  government  and  provide  an 
opportunity  to  discuss  conflict  or  harmony  between  big  government  and 
personal  liberty.  No  particular  countries  are  chosen  as  case  studies,  but  most 
of  the  illustrations  are  from  Canada  itself.  Part  3 contains  this  topic. 

Before  the  practical  questions  of  Parts  2 and  3 can  be  discussed,  some 
definitions  and  basic  ideas  are  needed  and  are  presented  in  Part  1.  This  is 
the  longest  part  of  the  book.  In  it,  the  main  kinds  of  political  and  economic 
systems  are  described. 

Method  of  Describing  Kinds  of  Political  and  Economic  Systems 

A polity  or  economy  is  a very  complex  organization.  It  is  helpful,  even 
necessary,  to  describe  it  by  stages.  In  the  first  stage,  the  description  is  much 
oversimplified;  in  each  succeeding  stage  it  becomes  more  complex  and 
realistic. 


The  drawing  breaks  down  the  photograph  into  simple  forms.  The  drawing 
is  to  the  photograph  as  a model  is  to  reality. 


Following  this  procedure,  we  first  describe  each  kind  of  system  in  a much 
i oversimplified  way.  This  first  simple  sketch  contains  only  the  bare  essentials 
of  the  system.  It  may  be  called  the  “model”  of  the  system.  A model  is  a 
description  of  a political  or  economic  system  in  its  simplest,  purest  form.  A 
! model  can  be  used  either  as  a simple  description  of  how  things  are  or  as  a 
I simple  description  of  how  they  ought  to  be.  In  this  booklet,  models  are  used 
only  in  the  former  way. 

A model  exists  only  in  the  imagination.  We  may  imagine,  for  instance,  a 
purely  private-enterprise  economy  or  a pure  dictatorship,  but  no  society  has 
I ever  contained  either.  Living  forms  of  political  and  economic  organization 
can  never  be  tidily  classified  into  simple,  neat  categories.  The  imaginary 
models  are  simple  and  neat,  and  for  that  reason  are  a useful  first  step  toward 
the  understanding  of  a real  world  so  complex  as  to  be  otherwise  nearly  incom- 
I prehensible.  But,  for  the  same  reason,  they  are  only  a first  step.  Further  steps 
i are  necessary,  into  increasingly  detailed,  complex,  and  realistic  description. 
I In  the  description  in  Part  1 of  types  of  polities  and  economies,  each  type  is 
first  described  in  terms  of  a simple  model.  The  further  steps,  toward  more 
realistic  description,  are  too  great  to  complete  in  a small  book,  but  they  are 
begun,  with  studies  of  the  actual  workings  of  parts  of  the  economic  and 
political  systems  of  particular  countries. 

The  models  are  described  in  turn  in  subsequent  chapters.  In  the  meantime, 
I very  brief  definitions  are  olfered  here  for  preliminary  use,  to  reduce  the 
problem,  so  common  in  political  and  economic  discussion,  of  the  same  words 
meaning  different  things  to  different  people. 

y Democracy:  a political  system  in  which  the  majority  rules,  with  respect  for 
' minority  rights. 
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Dictatorship:  a political  system  in  which  a small  group  rules.  The  ruling 
group  may  have  the  approval  of  a majority  of  the  citizens,  but  there  is  no 
legal  means  of  overthrowing  the  group  if  it  does  not. 

Public  enterprise:  an  economic  system  in  which  productive  property— land 
and  capital— is  owned  by  the  government,  and  economic  activity  is  organized 
and  directed  by  the  government. 

Private  enterprise:  an  economic  system  in  which  property  is  privately  owned, 
and  economic  life  is  organized  around  prices  and  markets  without  govern- 
ment intervention. 

Traditional  society:  a society  in  which  both  political  and  economic  life 
follow  traditional  procedures.  Those  things  are  done  which  are  customary, 
without  rational  appraisal  of  the  customs  by  those  who  act. 

The  following  diagram  suggests  how  the  first  four  of  these  types  of  system 
may  be  cross-classified.  Point  1,  for  instance,  indicates  a country  whose 
political  system  is  a pure  democracy  and  whose  economic  system  is  pure 
private  enterprise.  One  cannot  attach  names  of  actual  countries  to  each 
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corner  of  the  box,  for  the  corners  represent  only  imaginary  extremes.  Actual 
countries  would  be  described  on  the  diagram  by  points  inside  the  boundaries. 
Point  a,  for  example,  indicates  a country  containing  rather  more  democracy 
I and  rather  more  private  enterprise  than  average.  (Of  course,  on  second 
thought,  one  may  decide  that  actual  countries  cannot  be  accurately  described 
at  all  by  a point  on  the  diagram.  For  instance,  the  diagram  contains  no 
provision  for  describing  the  degree  of  reliance  on  tradition  in  the  society, 
although  a student  might  like  to  envisage  a third  dimension  along  which 
to  indicate  this.) 

Basic  Features  of  an  Economic  System 

Skn  economy’s  resources  are  of  three  main  types:  land,  labour,  and  capital. 

- “Land”  includes  all  the  useful  gifts  of  nature,  such  as  farm-land,  mines, 
j forests,  fisheries,  and  space  on  which  to  put  buildings.  “Labour”  is  all  the 
things  people  do  in  the  production  of  goods  and  services,  from  growing  crops 
' to  reciting  jokes  on  television.  “Capital”  includes  all  man-made  things  useful 
I in  further  production— buildings,  machines,  roads,  inventories  of  goods  in 
process,  and  so  on. 

Even  in  the  wealthiest  countries,  there  are  not  enough  resources  to  produce 
: everything  that  everybody  would  like  to  have.  This  shortage  of  resources  is 
much  more  severe  in  poor  countries,  but  it  exists  in  rich  and  poor  countries 
alike.  Scarcity  of  resources,  in  relation  to  human  wants,  is  universal. 

1 Since  every  society  faces  scarcity  in  some  degree,  every  economy  must 
1 somehow  solve  three  projblejrns  which  arise  from  the  fact  of  scarcity: 

1.  The  economic  system  must  contain  some  method  for  deciding  what  will 
be  produced  and  what  will  not  be  produced,  because  it  is  physically  impossible 
to  produce  all  thafTverymTFwouIT^  of  everything. 

2.  The  system  must  contain  some  method  for  deciding  what  method  of 
production  will  be  used  for  each  thing  to  be  produced.  For  instance,  will 

I wheat  be  grown  on  large  or  small  farms,  with  much  labour  and  little  machinery 
per  acre  or  with  much  machinery  and  little  labour?  There  are  different  ways 
of  producing  most  things,  so  a choice  of  method  must  be  made.  The  choice 
is  important  because,  since  resources  are  scarce,  it  is  desirable  to  use  them 
efficiently. 

i 3.  Some  method  of  rationing  the  products  among  consumers  is  necessary, 

' Jjecause  not  enough  can  be  produced  to  satisfy  fully  every  consumer’s  wants. 

An  economic  system  has  other  functions  to  perform  as  well,  but  in  our 
description  of  different  kinds  of  economic  system,  the  main  attention  is  given 
to  the  method  of  carrying  out  these  three.  The  method  may  be  reliance  on 
tradition,  in  which  case  the  mixture  of  goods  produced,  the  method  of 
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production,  and  the  sharing  of  the  output  are  all  set  by  adherenee  to  custom. 
Alternatively,  there  may  be  fairly  frequent  rational  reappraisal  of  all  these 
decisions.  In  a purely  private-enterprise  system,  the  decision-making  process 
is  highly  decentralized,  with  thousands  of  individuals— businessmen  and 
consumers— making  independent  decisions  each  for  himself.  In  a purely 
public-enterprise  economy,  highly  centralized  decision-making  prevails,  at 
least  for  the  major  decisions.  The  government  would  devise  and  enforce 
an  overall  plan. 


Basic  Features  of  a Political  System 

Every  society  needs  a political  system,  or  system  of  government.  Government 
is  needed  to  make,  interpret,  and  enforce  laws  and  to  carry  out  organized 
collective  projects. 

Some  societies  need  more  elaborate  government  than  others  do.  Tradi- 
tional society  probably  needs  less  formal  government  because  rules  of 
conduct  are  accepted  by  custom.  Laws  need  not  be  formally  written  because 
the  customs  are  generally  understood;  new  laws  need  not  be  formally  legis- 
lated because  the  old  customs  are  considered  satisfactory.  But  even  traditional 
society  needs  at  least  a primitive  legal  system— some  person  or  group  en- 
trusted with  remembering  and  interpreting  the  old  customs;  and  at  least  a 
primitive  executive— some  leaders  to  organize  collective  enterprises  such  as 
war  and  defence.  In  a democratic  or  dictatorial  polity,  government  is  neces- 
sarily more  elaborate  than  this.  Tradition  in  these  situations  is  a much 
weaker  guide,  and  formal  government  is  correspondingly  more  important. 

In  our  description  of  political  systems,  not  much  detail  will  be  given  about 
possible  ways  in  which  governments  may  be  organized,  in  terms  of  their 
legislative,  executive,  and  judicial  functions.  Instead,  the  main  attention  is  to 
the  source  of  the  political  power  which  the  government  needs  to  function  at 
all.  In  a traditional  society,  there  is  usually  a ruling  individual  or  group, 
whose  authority  comes  from  popular  acceptance  of  that  customary  arrange- 
ment. In  a democracy,  power  lies  with  the  majority  of  the  citizens,  who 
(except  in  a very  small  society)  delegate  it  to  a few  elected  representatives. 
In  a dictatorship,  power  lies  with  the  ruling  elite. 


Summary 

This  book  is  a description  of  political  and  economic  systems  and  of  a few 
major  political  and  economic  problems  of  the  20th  century. 

Description  of  the  systems  and  problems  is  necessary  for  reaching  a 
decision  on  what  systems  and  policies  are  best.  However,  factual  description 
is  not  sufficient.  Value  judgements  are  also  necessary. 
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In  describing  political  and  economic  systems,  we  use  the  device  of  the 
model.  A model  is  a simplified  description  to  present  essential  features, 
unencumbered  with  details,  as  a first  step  toward  understanding. 

The  description  of  economic  systems  is  concentrated  on  the  methods  by 
which  it  is  decided  what  will  be  produced,  what  method  of  production  will 
be  used,  and  what  will  be  each  consumer’s  share  of  the  product.  The  descrip- 
tion of  political  systems  is  focused  on  the  question  of  what  groups  have 
political  power  and  how  they  achieve  or  maintain  it. 


Questions  for  Discussion 

1.  Identify  the  facts  (if  any),  factual  judgements  (if  any),  and  value  judgements  (if 
any)  presented  in  the  first  two  paragraphs  of  this  chapter.  Which  do  you  accept 
and  which  do  you  reject? 

2.  Choose  a question,  such  as  “What  is  the  correct  minimum  voting  age?”  or 
“What  degree  of  censorship  should  be  applied  to  movies?”,  and  discuss,  not 
the  answer,  but  the  data  needed  for  an  answer. 


What  is  the  correct  minimum  voting  age.^ 


“Skip  this  one.” 


3.  How  useful  is  a simple  model  as  a device  to  aid  understanding?  Do  you  use  the 
device,  in  a casual,  informal  way,  in  explaining  the  game  of  football  to  a novice 
or  in  describing  a party  .to  someone  who  wasn’t  there? 


PART  I 

Kinds  of  Political  and 
Economic  Systems 


Democratic  Polity  and 
Private-Enterprise  Economy 


A.  ESSENTIALS  OF  THE  PRIVATE-ENTERPRISE 
ECONOMY  OR  PRICE  SYSTEM 

Justification  of  the  Price  System 

What  is  there  that  is  desirable  about  the 'price  system?  This  is  a normative 
question,  requiring  value  judgements  for  its  answer.  There  are  numerous 
possible  answers.  The  few  given  here  are  chosen  beeause  they  are  common 
ones,  not  because  they  are  necessarily  the  strongest  ones  or  even  valid  ones. 
The  student  must  make  up  his  own  mind  about  their  validity  and  strength. 
Three  arguments  in  defence  of  the  price  system  are: 

1.  Value  judgement:  People  should  be  allowed  to  have  whatever  goods  and 
services  they  want,  as  far  as  it  is  physically  possible  to  produce  wanted  items. 
Factual  judgement:  The  price  system  works  in  such  a way  that  production  is 
tailored  to  people’s  wants. 

Conclusion:  The  price  system  is  desirable. 

2.  Value  judgement:  A large  and  growing  output  of  goods  and  services  is 
desirable. 

Factual  judgement:  The  price  system  works  in  such  a way  as  to  get  the  largest 
possible  output  from  existing  resources  and  to  increase  the  amount  of 
resources  rapidly. 

Conclusion:  The  price  system  is  desirable. 
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3.  Value  judgement:  Each  individual  should  have  the  greatest  possible 
freedom  to  make  his  own  decisions  for  himself. 

Factual  judgement:  Modern  economic  life  requires  the  co-ordination  of  the 
activities  of  many  individuals  in  complex  ways.  The  price  system  is  a mechan- 
ism for  providing  this  co-ordination  with  the  least  possible  amount  of  bossing 
of  some  people  by  others. 

Conclusion:  The  price  system  is  desirable. 

The  rest  of  this  discussion  of  the  price  system  is  mainly  statements  of  facts 
and  factual  judgements  about  what  happens  in  a price  system.  We  first  must 
'‘build”  a model  price  system;  then  we  can  see  how  it  works. 


Figure  3 

A Simple  Model  of  the  Price  System 


A market  is  a set  of  arrangements  for  bringing  buyers  and  sellers  together. 


Structure  of  a Model  Price  System 

A convenient  way  to  describe  the  structure  of  a model  price  system  is  with 
the  aid  of  a diagram  like  Figure  3.  Most  students  find  the  diagram  a little 
disconcerting  at  first  sight.  However,  it  is  only  a simplified  bringing  together 
of  what  we  all  know  from  everyday  observation.  If  you  draw  and  label  your 
own  version  of  the  diagram,  piece  by  piece  while  reading  the  next  few  para- 
graphs, the  final  picture  will  seem  more  familiar. 

The  market  is  a central  feature  of  the  price  system.  A market  is  a set  of 
arrangements  for  bringing  buyers  and  sellers  together.  The  market  for  used 
cars  includes,  among  other  things,  the  use  of  classified  advertisements  in  the 
newspaper,  the  existence  of  a used-car  lot  where  the  goods  can  be  stored  and 
displayed,  the  presence  of  dealers  who  act  as  intermediaries  by  buying  from 
sellers  and  selling  to  buyers,  and  ordinary  gossip  through  which  a potential 
buyer  may  hear  of  a potential  seller.  The  used-car  dealer  is  only  part  of  the 
market,  of  course,  since  some  people  buy  and  sell  without  going  through  a 
dealer.  The  market  for  the  services  of  TV  repairmen  includes,  among  other 
things,  the  yellow  pages  in  the  telephone  book  in  which  buyers  may  learn  of 
sellers,  and  the  use  of  the  telephone  by  the  customers  to  call  the  shop.  In 
every  transaction  a money  price  is  paid  by  buyer  to  seller.  In  the  absence  of 
government  regulation,  the  price  in  each  transaction  is  set  by  the  mutual 
agreement  of  buyer  and  seller  after  more  or  less  vigorous  bargaining  between 
them.  (The  energy  devoted  to  bargaining  of  course  varies  from  case  to  ease. 
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n buying  a tube  of  toothpaste  you  might  pay  the  list  price  without  any 
iebate;  in  buying  a car,  your  bargaining  might  be  keen  indeed.) 

I In  our  imaginary  pure  price  system,  there  will  have  to  be  a market  and  a 
Drice  for  each  and  every  good  and  service.  Divide  these  thousands  of  markets 
nto  two  groups.  One  group  of  markets  will  be  those  for  finished  goods  and 
lervices  (shoe-laces,  haircuts,  etc.);  the  other  group  will  be  for  productive 
lervices  (the  use  of  a bulldozer,  the  labour  of  its  driver,  etc.).  Draw  a box  at 
he  top  of  a page  and  imagine  that  all  the  markets  for  finished  products  are 
ocated  there.  Similarly,  imagine  that  all  the  markets  for  productive  services 
ire  located  in  a box  at  the  bottom  of  the  page. 

Next,  imagine  that  all  the  people  in  the  economy  live  in  a box  drawn  at  the 
eft  side  of  the  page,  and  that  all  the  factories  and  businesses  are  located  in  a 
'ourth  (and  final)  box  on  the  right.  (Remember  to  put  labels  on  the  boxes, 
md  on  the  arrows  that  are  to  be  drawn  next.) 

A price  system  needs  many  businessmen.  These  are  people  who  provide 
Tianagerial  skills  and  who  are  willing  to  risk  making  a loss  while  seeking  to 
nake  a profit.  Draw  an  arrow  across  from  the  left  box  to  the  right  one,  to 
illustrate  the  provision  of  management  and  risk-bearing  by  business  people 
to  their  businesses. 

i The  businessmen,  now  at  work  in  the  box  at  the  right,  hire  labour  and  land 
and  capital  in  the  markets  for  productive  services.  We  need  four  arrows  to 
illustrate  this  step.  One  arrow  goes  from  the  left  box  to  the  bottom  one,  to 
indicate  that  the  people  are  offering  their  labour,  land,  and  capital  for  hire 
in  the  markets.  Another  arrow  goes  from  the  bottom  box  to  the  right  one, 
fo  indicate  that  businesses  are  using  the  productive  services.  A third  arrow 
from  right  to  bottom  will  illustrate  the  money  paid  by  businesses,  in  wages, 
Salaries,  rent,  and  interest,  to  purchase  the  services.  And  a fourth  arrow, 

I from  bottom  to  left,  will  show  that  this  same  money  is  income  to  the  people 
I |who  sold  the  services.  The  price  of  each  productive  service  is  settled  by 
, bargaining  and  haggling  among  its  buyers  and  sellers. 

' The  businessmen  use  the  resources  they  have  employed  to  produce  goods 
and  services  for  sale  in  the  markets  for  finished  products.  People  buy  these 
^)inished  products.  Another  four  arrows  are  needed.  One  goes  from  right  to 
itop,  to  show  the  businessmen  offering  finished  products.  Another  goes  from 
itop  to  left,  to  show  that  people  receive  these  products.  Another  goes  from 
left  to  top,  to  illustrate  the  money  that  people  pay  for  these  items.  The  last 
jone  goes  from  top  to  right,  to  show  that  the  same  money  is  the  revenue  of 
businesses.  The  prices  in  the  markets  for  finished  products  will  be  settled  by 
bargaining,  too. 

i One  more  arrow  completes  the  diagram.  Successful  businessmen  will  have 
Ireceived  more  money  in  revenue  from  sales  than  they  have  paid  out  to  hire 
jproductive  services.  That  is,  they  will  have  made  a profit.  Draw  the  last  arrow 
jfrom  the  right-hand  box  to  the  left  one,  to  represent  this  money  profit  that 
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the  weary  businessmen  take  home  with  them  at  the  end  of  their  diagrammatic 
day.  Of  course,  some  of  them,  who  have  been  unskilful  or  unlucky,  will  have 
ended  up  with  losses. 

Figure  3 is  sometimes  called  a “circular  flow”  diagram  of  a price  system. 
Notice  the  closed  circle  of  money  payments  flowing  clockwise,  in  exchange 
for  a counterclockwise  flow  of  goods  and  services. 

This  model  of  a price  system  leaves  out  some  important  matters.  It  con- 
tains no  allowance  for  savings  out  of  income,  no  description  of  the  production 
and  sale  of  new  capital  goods,  no  taxes  or  government  expenditure,  no  trade 
with  foreigners.  But  the  very  simplicity  of  the  model  makes  it  easier  to  see 
some  of  its  essentials— essentials  which  are  there  in  real  life  but  are  more 
difficult  to  see. 

Workings  of  the  Model  — What  is  Produced? 

How,  in  a price  system,  are  the  decisions  made  about  what  will  be  produced 
and  what  will  not?  Businessmen  decide.  There  are  many  businessmen,  each 
making  his  own  independent  decisions  for  his  owlTfirm.  Decision-making  is 
highly  decentralized.  There  are  thousands  of  separate,  individual  decisions, 
and  no  overall  plan  by  any  central  authority. 

Each  businessman  makes  his  decision  about  what  to  produce  and  how 
much  of  it  on  the  basis  of  his  desire  for  profit.  He  will  seek  to  produce  the 
things  which  give  him  the  biggest  profit  margin  between  revenue  from  sales 
and  costs  of  production.  Thus  his  decision  is  guided  by  the  prices  in  the 
markets  for  finished  products  (these  prices  determine  his  revenue)  and  by  the 
prices  in  the  markets  for  productive  services  (these  prices  determine  his  costs). 
We  shall  say  a little  more  later  about  the  role  of  the  latter  set  of  prices.  The 
former  set  of  prices— those  for  finished  products— are  a means  for  con- 
sumers to  indicate  their  wants  to  businessmen.  Suppose  the  consuming  public 
changes  its  buying  habits,  wanting,  say,  more  meat  and  less  bread.  The 
increase  in  demand  for  meat  will  tend  to  raise  its  price.  Businessmen  in  search 
of  profit  will  be  induced  to  produce  more  meat.  At  the  same  time,  the  lower 
demand  for  bread  will  tend  to  lower  its  price,  reduce  the  profitability  of  pro- 
ducing it,  and  induce  businessmen  to  produce  less  of  it.  In  this  sort  of  way 
—through  product  prices  and  the  profit  motive— the  price  system  leads  to 
what  is  called  “consumer  sovereignty”.  The  ultimate  decision  about  what  will 
be  produced  rests  with  the  consumers.  Businessmen  are  led  to  decide  to 
produce  what  consumers  want. 

Advertising  complicates  this  picture.  When  advertising  persuades  con- 
sumers to  want  things,  we  have  to  say  “the  price  system  induces  businessmen 
to  produce  what  consumers  want,  and  advertising  induces  consumers  to  want 
what  businessmen  produce”.  The  amount  of  consumer  sovereignty  in  this 
situation  is  very  much  a matter  of  judgement,  although  we  must  remember 
that  advertising  involves  persuasion  only  and  not  coercion. 
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Of  course,  consumers  cannot  have  anything  they  want.  Businessmen  will 
•efuse  to  produce  things  for  sale  at  less  than  cost.  Consumer  sovereignty 
neans  consumers  can  have  anything  they  want  strongly  enough  to  be  willing 

0 pay  for  at  a price  that  covers  cost  of  production  plus  profit. 

Workings  of  the  Model  — What  Methods  of  Production  are  Used? 

rfow,  in  a price  system,  are  the  decisions  made  about  what  methods  of 
production  will  be  used?  Again,  businessmen  decide;  again,  the  decision- 
Tiaking  process  is  extremely  decentralized  with  each  businessman  making 
';he  decision  for  his  own  firm  only;  again,  the  businessmen  are  guided  in  their 
decisions  by  market  prices. 

1 Consider  a businessman— a farmer  in  this  case— who  produces  wheat. 
There  are  different  methods  of  growing  wheat.  For  instance,  seeding  can  be 
jione  by  hand  or  by  machine.  The  farmer,  seeking  profit,  is  induced  to  choose 
the  least  expensive  method.  Which  method  is  least  expensive?  That  depends 
pn  the  prices  of  the  various  productive  services.  If  wages  are  very  low  and  the 
cost  of  machines  very  high,  hand  sowing  may  be  the  cheapest  method.  Or,  if 
labour  is  expensive  and  capital  relatively  cheap,  machine  sowing  may  be 
cheapest. 

In  this  example,  and  in  general  in  a price  system,  the  businessman’s  choice 
of  method  is  guided  by  the  prices  of  the  various  resources.  These  prices,  like 
all  prices  in  the  system,  are  set  by  supply  and  demand  in  free  markets.  In  a 
country  where  labour  is  abundant  and  land  and  capital  are  very  scarce,  wages 
will  be  relatively  low.  Then  producers  will  be  induced  to  choose  methods  of 
production  which  use  labour  extensively.  At  the  same  time,  high  prices  for 
capital  and  land  will  induce  businessmen  to  use  these  resources  sparingly  and 
in  only  the  most  necessary  or  productive  ways.  In  some  other  country,  where 
labour  is  relatively  scarce,  the  resulting  high  wages  will  induce  employers 
to  choose  methods  of  production  which  rely  more  heavily  on  the  use  of 
'land  or  capital. 

Harvesting  in  Canada  and  Indonesia.  The  least  expensive  method  of  produc- 
tion depends  on  the  prices  of  the  productive  services. 
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The  point  of  the  previous  paragraph  is  this:  the  prices  of  resources  serve 
to  ration  resources  among  producers.  The  rationing  process  tends  to  be 
rather  efficient.  It  encourages  producers  to  use  more  liberally  the  resources 
which  are  more  plentiful  in  the  economy,  and  to  confine  to  the  most  produc- 
tive uses  the  resources  which  are  most  scarce. 

When  many  businesses  produce  the  same  product,  competition  among 
them  for  the  consumers’  dollars  forces  them  to  charge  the  lowest  possible 
prices.  In  other  words,  when  competition  is  strong,  it  forces  producers  to 
pass  on  to  consumers,  in  the  former  of  lower  prices,  the  savings  that  arise 
from  the  use  of  the  least  expensive  methods  of  production.  At  the  same  time, 
a process  similar  to  Darwin’s  “survival  of  the  fittest’’  eliminates  producers  who 
fail  to  use  the  least  expensive  methods.  They  cannot  make  a profit  at  these 
minimum  selling  prices.  Competition  and  the  profit  motive  together  give  to 
consumers  the  benefit  of  the  lowest  prices  that  the  most  efficient  producers 
can  afford  to  charge.  Of  course,  when  competition  weakens  through  collusion 
or  monopoly,  this  benefit  is  correspondingly  eroded. 

In  summary,  the  price  system  guides  the  profit-seeking_busine^sman  in  his 
choice  of-metfiod.  of  production.  HeliTnducedTby'Tns^r^fit  motive,  to  use  all 
resources  as  productively  as  possible  in  order  to  minimize  his  costs  of  produc- 
tion. He  is  induced  to  use, each  kind  of  resource  more  or  less  extensively 
according  to  its  abundance  or  scarcity,  because  the  scarcer  resources  have  a 
higher  price.  And,  to  the  extent  that  there  is  competition  among  producers, 
consumers  pay  the  lowest  prices  that  this  eflicient  use  of  resources  permits. 


Workings  of  the  Model  — How  are  Inducts  Rationed? 

How  does  the  price  system  provide  for  rationing  of  the  economy’s  output 
among  consumers?  Each  person’s  share  of  the  total  product  depends  on  the 
size  of  his  money  income.  His  money  income,  in  turn,  depends  on  two  things. 
One  is  his  ownership  of  land,  labour,  and  capital.  (Everyone  owns  his  own 
person  and  thus  his  own  labour;  many  own  some  amount  of  land  and  capital; 
and  a few  may  own  very  large  amounts  of  land  and  capital.)  The  other  is  the 
prices  of  the  services  of  the  particular  resources  he  happens  to  own.  Thus  the 
prices  in  the  markets  for  productive  services  help  to  ration  the  economy’s 
output  among  consumers.  Each  consumer’s  share  of  the  total  output  of  the 
economy  depends  on  the  market  value  of  the  productive  service  he  provides. 

It  is  worth  mentioning  that  this  system  of  rationing  provides  an  incentive 
to  every  person  to  put  his  resources  to  the  most  productive  use.  Young  people 
are  encouraged  to  learn  the  skills  most  wanted  by  the  society  because  those 
skills  earn  the  highest  wages  or  salaries.  Workers  are  encouraged  to  work 
harder  and  longer  when  they  are  paid  for  the  value  of  their  work.  Property 
owners  are  encouraged  to  rent  or  lend  their  property  where  it  is  most  useful 
to  the  economy  because  in  those  uses  it  receives  the  highest  income. 
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Workings  of  the  Model  — Summary 

The  price  system  contains  thousands  of  markets,  one  for  each  good  or 
I service,  and  there  is  a price  set  in  each  market  by  bargaining  among  buyers 
md  sellers.  Each  price  is  always  subject  to  change  as  supply  or  demand 
;hanges.  It  is  these  many  markets  and  prices  which  interlink  the  millions  of 
oroducers  and  consumers  into  an  organized  economic  system.  Our  model 
Drice  system  works  without  any  government  intervention.  Prices  of  finished 
Droducts  induce  businessmen  to  produce  whatever  consumers  want  strongly 
mough  to  be  willing  to  pay  for  at  a price  that  covers  costs  of  production.  In 
;his  way,  the  decisions  about  what  to  produce  are  guided  by  consumers’ 
desires.  Decisions  about  what  method  of  production  to  use  for  each  product 
pre  guided,  through  the  prices  of  the  various  productive  services,  toward  an 
efficient  use  of  the  economy’s  resources.  The  necessary  rationing  of  the  total 
butput  among  consumers  is  provided  by  the  pattern  of  ownership  of  resources 
and  by  market  prices,  feach  individual’s  money  income  is  limited  to  what  he 
pan  earn  by  selling  tbe  services  of  his  resources  at  market  prices;  and  his 
^hare  of  the  output  of  finished  goods  and  services  is  limited  to  what  his  money 
income  will  buy  at  market  prices.  ( 


[The  “Invisible  Hand” 

The  model  price  system  is  an  intriguing  method  for  reconciling  individual 
freedom  with  the  need  for  social  order  in  economic  affairs.  Each  individual 
person  is  free  to  do  as  he  chooses.  But  the  system  gives  each  businessman  or 
resource  owner  a money  incentive  to  choose  to  do  things  which  the  consuming 
public  wants  done.  Adam  Smith  was  one  of  the  earliest  writers  to  be  im- 
pressed by  this  feature  of  the  price  system.  He  likened  prices  and  the  profit 
fnotive  to  an  “invisible  hand”  which  leads  businessmen  to  serve  the  public 
Although  they  seek  only  their  own  gain;  the  quotation  from  his  Wealth  of 
\Nations,  published  in  1776,  is  still  famous: 

[The  businessman]  is  led  by  an  invisible  hand  to  promote  an  end  which 
! was  no  part  of  his  intention.  Nor  is  it  always  the  worse  for  the  society  that  it 
was  no  part  of  it.  By  pursuing  his  own  interest  he  frequently  promotes  that  of 
I society  more  effectually  than  when  he  really  intends  to  promote  it.  I have 
never  known  much  good  done  by  those  who  affected  to  trade  for  the  public 
good.  It  is  an  affectation,  indeed,  not  very  common  among  merchants,  and 
very  few  words  need  be  employed  in  dissuading  them  from  it. 

iDivision  of  Labour,  Exchange,  and  Interdependence 

i Division  of  labour  tends  to  be  very  highly  developed  in  a price  system. 
IDivision  of  labour  means  simply  that  different  people  do  different  jobs.  A 
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moment’s  thought  about  the  world  around  us  will  suggest  the  very  large 
number  of  different  and  specialized  occupations  in  a developed  economy. 
Each  specialist  depends  heavily  on  exchange  for  his  livelihood.  For  instance, 
the  surgeon  in  effect  exchanges  his  specialized  services  for  a wide  range  of 
other  goods  and  services  each  produced  by  some  other  specialist.  Money  and 
markets  provide  a very  convenient  technique  for  this  trading  or  exchanging. 
Therefore,  the  price  system  facilitates  division  of  labour  in  the  economy. 

Division  of  labour  greatly  increases  the  total  productivity  of  an  economy, 
for  a variety  of  reasons  arising  from  the  concentration  of  each  worker  on  his 
own  specialized  task.  Division  of  labour  also  involves  interdependence  among 
the  people  of  an  economy.  When  each  worker  is  a specialist,  each  depends  on 
many  others  for  the  production  of  most  of  the  goods  and  services  he  wants 
or  needs,  including  goods  and  services  necessary  to  life  itself.  No  one— a few 
hermits  possibly  excepted— remains  self-sufficient. 


Mental  Attitudes  in  the  Price  System 

There  are  some  preconditions  for  the  working  of  the  model  price  system  just 
described.  For  one  thing,  the  citizens  must  be  of  a calculating,  rational  turn 
of  mind  if  the  system  is  to  work  well.  Businessmen  must  seek  profit,  if  the 
“invisible  hand’’  is  to  guide  them  in  the  right  directions,  and  they  must  con- 
tinuously be  reappraising  their  decisions  in  the  light  of  every  new  change  in 
prices  or  in  technology.  Consumers,  to  derive  the  most  benefit  from  the 
system,  must  keep  informed  about  the  prices  and  qualities  of  all  the  products 
offered  for  sale.  In  fact,  both  buyers  and  sellers  in  each  and  every  market 
must  be  hard-headed  and  calculating  if  they  are  to  be  successful  participants 
in  the  system.  People  must  be  rational  to  cope  with  life  in  the  price  system; 
and  life  in  the  price  system  tends  to  instil  a more  rational  attitude  in  people. 

The  schools  can  be  one  source  of  the  skills  and  attitudes  which  make  people 
valuable  as  producers  and  rational  as  consumers.  We  might  see  a role  for 
government  here,  in  providing  public  education  along  these  useful  lines. 
However,  in  a pure  price  system  education  would  be  offered  for  sale  in  free 
markets  like  any  other  service.  Parents  would  have  to  shop  around  for  the 
kind  of  schooling  they  wanted  for  their  children,  and  decide  how  much  of 
it  to  buy. 


Law  in  the  Price  System 

Private  property  and  freedom  of  contract  are  essential  institutions  underlying 
a price  system.  Freedom  of  contract  is  obviously  necessary.  It  means  that  any 
pair  or  group  of  individuals  is  free  to  enter  into  any  agreement  (within  limits 
—agreements  to  commit  crime,  for  instance,  are  excluded).  Since  market 
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ransactions  are  fundamental  to  the  price  system,  freedom  to  choose  and 
iiiake  these  transactions  is  essential. 

Private  property  simply  means  that  private  persons  or  companies  own  the 
||>roperty  in  existence.  Private  property  is  basic  to  the  price  system,  since  the 
i ;ery  practice  of  buying  and  selling  rests  on  the  concept  of  ownership.  The  act 
;)Tsate  involves  the  transfer  of  ownership  from  seller  to  buyer.  Thus,  private 
ransactions  in  a market  could  not  take  place  if  private  persons  did  not  own 
hings.  Private  property  is  essential  to  the  system  for  other  reasons,  too. 
ig  is  basic  to  the  operation  of  the  profit  motive  that  the  businessman  be 
egally  entitled  to  own  any  money  profits  he  makes.  The  incentive  to  each 
lesoLirce  owner  to  use  his  resources  productively  depends  on  his  being  entitled 
jO  the  income  they  yield.  The  way  in  which  money  income  is  shared  depends 
^n  private  ownership  of  land  and  capital  and  on  the  owners  of  these  assets 
?eing  legally  entitled  to  the  income  from  them.  A rather  different  but  impor- 
jant  point  is  that  the  institution  of  private  property  provides  for  the  care  of 
property.  Every  valuable  thing  is  owned  by  someone,  and  it  is  in  that  person’s 
Wn  interest  to  care  for  his  own  property. 

' Jn  our  model  price  system,  there  is  no  government  intervention  in  the 
narkets.  (“Government”  in  this  sort  of  context  means  the  entire  legislative, 
Executive,  and  judicial  apparatus  of  the  state.)  Prices  are  the  outcome  of 
>argaining  between  private  buyers  and  private  sellers,  each  freely  choosing 
;orTumself  what  transactions  he  will  enter.  At  the  same  time,  the  government 
ioes  have  an  important  role,  in  providing  and  enforcing  the  legal  foundations 
^f  the  system.  Contracts  and  private  property  are  simple  enough  ideas  in 
fssence,  but  they  require,  in  a complex  society,  a very  intricate  and  elaborate 
legal  system  to  define  and  enforce  them.  In  actual  economies,  the  government 
ioes  a great  deal  more  than  this,  but  the  government’s  role  as  umpire  main- 
lining “the  rules  of  the  game”  cannot  be  omitted  from  even  the  simplest 
iiodel. 


Some  Other  Characteristics  of  the  Price  System 

The  model  price  system  contains  a variety  of  other  possible  features  For  one. 
!t  may  contain  elements  of  monopoly.  Some  businesses  may  have  been  so 
successful  that  they  have  grown  very  large.  Their  size  and  strength  may  be  so 
great,  compared  with  their  customers  or  suppliers,  that  the  bargaining  process 
in  free  markets  becomes  rather  one-sided.  For  another  thing,  the  price  system 
[involves  economic  insecurity  for  all  or  most  of  its  citizens.  The  income  of 
each  person  depends  on  the  price  of  what  he  has  to  sell,  and  his  income 
ductuates  unpredictably  with  that  price.  In  time  of  recession,  many  workers 
may  not  be  able  to  find  an  employer  at  all,  and  they  then  receive  no  income. 
[Those  who  have  nothing  to  sell— those  who  are  unable  to  work  and  own  no 
[property— receive  no  income.  Many  people  would  be  able  to  buy  insurance 
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The  price  system  is  subject  to  periods  of  unemployment.  This  picture  shows 
some  of  the  Canadians  who  were  unemployed  in  the  1930’s. 


against  various  risks  and  save  toward  their  old  age,  but  economic  insecurity 
remains  for  ail,  to  a slight  degree  for  some,  to  an  extreme  degree  for  others. 
These  and  other  aspects  of  the  pure  price  system  are  discussed  at  greater 
length  in  Chapters  IX  and  X,  when  we  come  to  consider  the  role  of  govern- 
ment in  economically  advanced  countries.^ 

Summary 

A purely  private-enterprise  economy  is  organized  around  free  markets.  The 
government  does  nothing  except  provide  the  necessary  legal  basis  for  con- 
tracts and  private  property.  Decision-making  is  extremely  decentralized. 

Consumer  sovereignty  prevails  in  the  decisions  about  what  to  produce. 
That  is,  prices  and  the  profit  motive  guide  businessmen  toward  production 
of  those  things  which  consumers  want  strongly  enough  to  pay  for  at  a price 
that  covers  costs  of  production  plus  profit. 

Prices  guide  businessmen  in  their  choices  of  methods  of  production,  and 
guide  them  toward  an  efficient  use  of  the  economy’s  resources.  All  resources 
are  used  as  productively  as  possible,  and  the  scarcer  resources  are  used  only 
in  their  more  productive  uses. 

Each  consumer’s  share  of  the  economy’s  output  of  goods  and  services 
depends  on  his  ownership  of  resources,  including  his  own  labour,  and  on  the 
prices  of  the  services  of  those  resources.  This  arrangement  gives  each  person 
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li  incentive  to  put  his  own  resources  into  their  most  productive  use.- It  also 
I vclves  inequality  and  insecurity  of  income. 

If  there  is  keen  competition  among  producers,  consumers  benefit  by  having 
j)  pay  no  more  than  the  lowest  prices  that  the  most  efficient  producers  can 
ford  to  charge. 

Extreme  division  of  labour,  exchange,  and  interdependence  are  features  of 
well-developed  price  system,  as  is  a rational,  calculating  attitude  in  the 
feople. 

[uestions  for  Discussion 

Suppose  a new  product  is  invented.  Take  colour  television  for  an  example.  How, 
in  a model  price  system,  are  the  following  questions  answered: 

(a)  Will  colour  television  receivers  be  produced  commercially? 

(b)  If  colour  sets  are  produced  commercially,  will  they  be  assembled  mainly 
by  hand  or  by  methods  requiring  much  machinery? 

(c)  Which  consun^rg^l^^etmjigi^sets  and  which  not? 

(d)  What,  if  any,  incentive  is  mere  for  (i)  producers  of  colour  sets  to  make  them 
' of  high  quality;  (ii)  producers  of  colour  sets  to  sell  them  at  low  prices; 

1 (iii)  television  repairmen  to  learn  how  to  repair  colour  sets? 

, Discuss  the  statement  “Production  should  be  for  use,  not  for  profit”  in  relation 
to  Adam  Smith’s  idea  of  “the  invisible  hand”. 

. If  competition  among  producers  is  keen,  they  are  likely  to  charge  the  lowest 
possible  prices  to  consumers.  Discuss  the  data  you  would  need  (i.e.,  facts,  factual 
judgements,  and  value  judgements)  to  decide  whether  this  is  desirable.  (For 
example,  you  would  need  to  know  or  guess  what  producers  would  do  with  their 
monopoly  profits  were  they  able  to  earn  them.  Would  they  spend  them  on 
research,  charity,  personal  pleasure,  or  what?  What  would  consumers  do  with 
the  money  saved  if  they  paid  the  lower  prices?  What  value  judgements  are 
relevant  in  weighing  the  goodness  or  badness  of  the  alternatives?) 

[.  What  facts,  factual  judgements,  and  value  judgements  do  you  need  to  decide 
whether  advertising  is,  on  balance,  beneficial  or  harmful? 

. To  what  extent  do  the  characteristics  of  a model  price  system  describe  the 
Canadian  economy? 

. Is  consumer  sovereignty  desirable? 


! B.  ESSENTIALS  OF  DEMOCRACY 

justification  of  Democracy 

'he  word  “democracy”  comes  from  two  Greek  words— demos,  the  people, 
nd  kratia,  authority.  Literally,  then,  “democracy”  means  “authority  in  the 
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hands  of  the  people”  or,  more  briefly,  “rule  by  the  people”.  Our  main  topic 
in  this  discussion  of  democracy  will  be  a description  of  its  mechanics,  that  is, 
a description  of  techniques  by  which  the  people  may  maintain  and  wield 
political  power.  But  first  let  us  look  at  a few  of  the  more  common  arguments 
used  to  justify  democracy: 

1.  Value  judgement:  People  should  have  the  greatest  ppssi^  freedom  to 
believe,  say,  and  do  what  they  please. 

Factual  judgement:  Democracy  provides  this  freedom  more  fully  than  any 
other  system  of  government. 

Conclusion:  Democracy  is  desirable. 

2.  Value  judgement:  The  state  is  no  more  than  the  sum  of  all  the  individual 
people  in  it.  Its  only  purpose  should  be  to  do  what  its  people  want  done.  The 
government  should  be  the  servant  of  the  people,  not  their  master. 

Factual  judgement:  Democracy  is  the  form  of  government  niost  sensitive  and 
responsive  to  the  will  of  the  people. 

Conclusion:  Democracy  is  desirable. 

3.  Value  judgement:  A system  of  government  should  contain  the  means  for 
peaceful  and  orderly  change  of  leadership. 

Factual  judgement:  As  the  old  saying  goes,  contests  for  leadership  in  a 
democracy  are  fought  by  ballots  rather  than  bullets.  And  the  losers  are  more 
willing  to  surrender  power  peacefully  because  they  know  they  will  have  a 
chance  later  to  try  to  regain  it  by  peaceful  means. 

Conclusion:  Democracy  is  desirable. 

4.  Value  judgement:  A society  should  seek  ever  greater  achievements  in 
every  kind  of  human  endeavour. 

Factual  judgement:  By  permitting  maximum  individual  freedom,  democracy 
encourages  creativity  and  achievement  from  all  its  citizens. 

Conclusion:  Democracy  is  desirable. 

The  student  has  to  make  up  his  own  mind  whether  these  arguments  are 
convincing.  We  turn  now  to  the  description  of  the  workings  of  democracy. 


A Model  of  Pure  Direct  Democracy 

In  order  to  understand  how  real  democracies  work,  it  will  prove  helpful  to 
build  a model  democracy.  Imagine  a “pure”  democracy,  a system  in  which  all 
of  the  people  rule  in  all  respects,  so  that  we  can  discover  the  basic  principles 
of  democracy.  Later  in  the  discussion,  we  will  become  more  practical  and 
realistic  and  see  how  our  model  must  be  changed  to  describe  more  nearly 
the  real  world. 


jljThe  speaker’s  dais  in  the  Assembly  Place,  Athens.  Plato  believed  that  the 
itate  should  be  small  enough  for  all  the  citizens  to  gather  in  one  place  for 
I debate. 


It  should  be  emphasized  that  when  we  speak  of  a “model  democracy",  we 
[lon't  necessarily  mean  that  this  is  the  best  form  of  government,  or  even  a 
^ery  good  one.  Whether  or  not  our  model  democracy  would  be  a desirable 
[form  of  government  for  real  people  in  the  real  world  is,  as  we  saw  above,  a 
Hebatable  question,  requiring  normative  and  positive  data  for  an  answer. 

1 In  this  model  democracy  all  of  the  people  would  rule  in  all  respects. 
Political  authority  would  reside  in  the  entire  community  rather  than  in  some 
barticLilar  class,  caste,  or  other  group  within  the  community.  Thus,  all  public 
qlecisions,  big  or  small,  would  be  made  by  the  entire  citizen  body.  No  one 
ivould  be  entitled  to  put  into  effect  policies  that  had  not  been  agreed  to  by 
:he  populace. 

j In  order  for  this  system  to  work,  several  things  would  be  required.  In  the 
irst  place,  there  would  have  to  be  some  system  for  making  decisions  when  the 
dtizens  disagreed  among  themselves.  It  is  too  unrealistic,  even  for  a model 
democracy,  to  suppose  that  the  people  would  always  agree  unanimously. 
The  democratic  system  for  making  such  decisions  is  majority  rule.  Thus,  in 
Dur  model  democracy  every  public  policy  would  be  supported  by  at  least 
one  more  than  half  the  populace. 

! A second  requirement  of  our  model  democracy  would  be  some  means  for 
[becoming  informed  about  other  people’s  views  and  for  communicating  one’s 
‘pwn  views  to  others.  People  cannot  vote  for  or  against  proposed  policies 
[unless  they  know  what  policies  are  proposed!  This  exchange  of  information 
and  opinion  would  obviously  require  widespread  freedom  of  debate  and 
discussion.  The  citizens  of  our  model  democracy  would  need  freedom  of 
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speech  to  express  their  opinions  and  freedom  of  assembly  to  express  their 
opinions  effectively.  And  such  widespread  freedom  of  expression  would 
require  a great  deal  of  tolerance  on  the  part  of  the  citizens.  Even  individuals 
and  groups  that  hold  very  unpopular  opinions  would  have  to  be  guaranteed 
the  right  to  express  them. 

Finally,  in  our  model  democracy  all  citizens  would  be  politically  and 
legally  equal,  both  in  voting  and  in  public  debate.  That  is,  every  person  would 
have  one  vote,  no  person  would  have  more  than  one  vote,  and  no  one’s  vote 
would  be  weighted  more  heavily  than  anyone  else’s.  Otherwise,  the  principle 
of  rule  by  all  the  people  would  be  violated,  for  the  opinions  of  some  people 
would  be  granted  more  importance  than  the  opinions  of  others.  And  simi- 
larly, everyone  would  have  an  equal  right  publicly  to  encourage  others  to 
share  his  opinions.  For  again,  if  some  citizens  were  not  allowed  to  participate 
fully  in  public  debates,  the  opinions  of  a privileged  few  would  be  granted  an 
advantage  over  the  opinions  of  others.  And  the  result  of  such  a situation 
would  be  rule  by  some  of  the  people  rather  than  rule  by  all  of  the  people. 

The  second  and  third  characteristics  of  our  model  democracy— widespread 
freedom  of  discussion  and  political  and  legal  equality— are  often  referred  to 
as  “minority  rights’’.  Thus,  a very  brief  way  of  describing  our  model  democ- 
racy is  to  say  that  it  is  a system  of  government  in  which  the  majority  rules  on 
every  issue  while  respecting  minority  rights  on  every  issue.  Majority  rule  is 
an  essential  of  democracy  for  the  simple  reason  that,  unless  the  majority 
rules,  the  minority  rules,  which  is  clearly  undemocratic.  But  minority  rights 
are  also  essential,  for  otherwise  the  means  would  not  exist  to  form  a new 
majority.  ^ 

Representative  Democracy 

In  a model  direct  democracy  all  of  the  people  would  rule  in  all  respects;  that 
is,  every  public  issue  would  be  decided  by  a majority  of  the  people.  Although 
a system  of  so-called  “direct  democracy’’,  something  like  the  one  we  have 
sketched,  existed  in  ancient  Athens,  it  would  obviously  be  impractical  in  a 
large,  complex,  modern  nation  state.  In  the  first  place,  people  do  not  have  the 
time  to  vote  on  every  public  issue,  much  less  to  invent  new  issues.  Most  people 
find  it  sufficiently  time-consuming  to  earn  a living,  raise  a family,  and  enjoy 
a little  relaxation.  Secondly,  most  people  are  not  so  interested  in  public  affairs 
that  they  would  care  to  vote  on  every  issue.  After  all,  most  people  have  many 
interests  other  than  politics— their  homes,  their  families,  their  jobs,  their 
church,  their  hobbies,  and  so  on.  Finally,  again  because  they  lack  time  and 
interest,  most  people  lack  the  information  about  many  public  issues  that 
would  enable  them  to  cast  an  intelligent  vote.  Do  you  know  whether  there 
should  be  a closed  season  on  moose  in  Newfoundland,  or  whether  there 
should  be  a subsidy  for  tomato  growers  in  the  Peace  River  Valley? 
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...  many  people  lack  information  about  many  public  issues  . . . 


to  Herr  Krupp  providing  he  gives  us  his  word  of  honour  that  he  won’t  melt  it  down  into  bullets.” 


! As  a result  of  these  three  factors— lack  of  time,  lack  of  interest,  and  lack  of 
nformation— citizens  in  actual  democracies  do  not  decide  all  issues,  at  least 
^TOt  directly.  Instead  of  voting  on  all  public  issues  they  vote  only  on  a very 
few.  All  the  other  issues  (and  this  includes  by  far  the  greater  part  of  them) 
they  leave  to  be  decided  by  their  “representatives”.  Thus,  voting  in  real 
^democracies  is  not  primarily  a matter  of  citizens  choosing  sides  on  public 
Issues.  Rather,  it  is  primarily  a matter  of  citizens  choosing  other  people— 
j-epresentatives- to  do  most  of  their  choosing  for  them.  This  is  “representative 
democracy”. 


iTechniq 


ues  of  Representative  Democracy 


jHow  can  a system  that  departs  so  far  from  our  model  of  direct  democracy  be 
considered  a democracy  at  all?  Such  a system  might  still  be  considered 
democratic  if  the  people’s  representatives  always  did  what  the  people  wished, 
following  the  principles  of  majority  rule  and  minority  rights.  And,  indeed, 
representative  democracies  do  use  various  techniques  for  ensuring  the  rule 
pf  the  majority  and  the  protection  of  minority  rights.  Among  these  techniques 
iare  the  following: 

|1.  Representation  by  population.  Some  effort  is  made  to  provide  that  each 
representative  represents  approximately  the  same  number  of  people.  The 
Ipurpose  is  to  make  sure  that  every  citizen’s  vote  is  approximately  equal  to 
jevery  other  citizen’s  vote. 

2.  Periodic  elections.  By  law,  elections  must  be  held  within  definite  maximum 
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intervals,  whether  the  representatives  think  they  are  necessary  or  not.  The 
obvious  purpose  of  this  requirement  is  to  ensure  that  the  views  of  the  repre- 
sentatives coincide  closely  with  the  views  of  the  citizens. 

3.  Secret  ballot.  The  secret  ballot  helps  to  protect  individuals  from  being 
threatened  or  punished  for  their  political  opinions. 

4.  Independent  courts.  Since  the  judges  in  higher  courts  cannot  be  removed 
easily  from  office,  they  may  help  to  protect  minority  rights  without  fear  of 
reprisal. 

5.  Power  of  the  purse.  In  a democracy  the  directly  elected  representatives  of 
the  people  have  the  last  say  about  the  collection  and  distribution  of  public 
funds.  This  power  is  especially  important  for  controlling  people  (like  cabinet 
ministers  and  civil  servants)  who  are  appointed  by  the  representatives.  It 
means  that,  if  they  disapprove  of  some  of  the  activities  of  those  they  appoint, 
the  representatives  can  refuse  to  grant  them  the  funds  to  continue  doing  badly. 

6.  Political  parties.  Of  all  the  factors  which  may  act  as  practical  safeguards 
for  majority  rule  and  minority  rights,  political  parties  are  probably  the  most 
important.  In  the  first  place,  political  parties  make  it  easier  for  majorities  to 
form  by  simplifying  the  alternatives  before  the  voters.  Without  parties,  the 
electors  would  have  to  choose  from  among  a bewildering  variety  of  alterna- 
tives. But  with  parties,  the  alternatives  are  limited  to  as  few  as  two  and  at 
most  seven  or  eight.  Secondly,  competing  parties  force  each  other  to  seek 
popular  support.  After  all,  a central  objective  of  most  political  parties  is  to 
attain  office,  and  they  can  achieve  this  objective  only  by  pleasing  the  voters. 
If  one  party  fails  to  please,  another  will  leap  at  the  opportunity  to  take  its 
place.  Finally,  it  is  very  much  in  the  interest  of  political  parties— especially 
opposition  parties— to  protect  the  rights  of  minorities.  Opposition  parties  are 
themselves  minorities,  and  they  can  only  hope  to  attain  office  if  they  remain 
free  to  try  to  convince  the  electorate  that  they  would  do  a better  job  than 
the  people  in  power. 

7.  Interest  groups.  The  main  threats  to  majority  rule  and  minority  rights 
occur  in  the  intervals  between  elections.  Politicians  are  on  their  best  behaviour 
at  election  time,  for  the  simple  reason  that  they  want  to  be  elected.  But,  like 
other  people,  including  high-school  students,  they  tend  sometimes  to  have 
short  memories.  One  important  force  for  refreshing  their  memories  is  com- 
petition from  other  political  parties.  Another  such  force  is  the  activities  of 
“interest  groups”.  Interest  groups  are  simply  associations  other  than  political 
parties  that  try  to  influence  governments.  Examples  are  business  corporations, 
labour  unions,  churches,  and  fish  and  game  clubs.  Groups  like  these  often 
try  to  affect  the  policies  of  governments,  even  though  that  is  not  their  primary 
purpose.  They  tend  to  become  especially  active  when  they  believe  governments 
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have  infringed  upon  their  rights.  By  their  constant  vigilance  they  tend,  to 
some  degree  at  least,  to  safeguard  the  rights  of  all  minorities. 

f8.  Free  press.  Radio,  television,  newspapers,  magazines,  and  books  can  also 
lact  as  guardians  of  minority  rights,  as  long  as  they  are  not  strictly  controlled 
I by  the  government  in  power.  One  of  their  jobs  is  to  criticize  what  they  regard 
li;is  the  shortcomings  of  the  people’s  representatives  and  of  the  civil  servants. 


Epecial  techniques  are  necessary  to  provide  majority  rule  with  respect  for 

minority  rights. 

fFectiveness  of  Techniques  of  Representative  Democracy 

jlf  all  the  techniques  mentioned  above  worked  well,  representative  democ- 
■racies  would  operate  very  much  like  the  direct  democracy  we  sketched  earlier, 
gven  though  the  people  would  not  rule  directly  on  every  issue.  However,  the 
[techniques  of  representative  democracy  are  never  fully  elTective  in  practice. 
;For  example,  representative  democracies  seldom  do  more  than  approximate 
the  principle  of  representation  by  population.  In  particular,  rural  con- 
stituencies tend  to  contain  fewer  voters,  on  the  average,  than  urban  constitu- 
encies. Wherever  this  is  the  case  a rural  vote  is  “worth  more’’  than  an  urban 
Vote.  Thus,  if  a rural  representative  represents  5,000  voters  and  an  urban 
representative  represents  10,000  voters,  the  city  slicker’s  vote  is  “worth”  only 
half  the  farmer’s. 

Even  if  every  representative  represented  an  equal  number  of  citizens,  we 
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should  still  be  a long  way  from  complete  majority  rule.  For  as  long  as  some 
people  do  not  vote,  elections  will  not  express  the  views  of  a majority  of  the 
populace,  but  rather  the  views  of  the  majority  of  those  who  take  the  time  to 
vote.  And  many  people  do  not  vote.  In  Canada,  for  instance,  although  some 
national  elections  may  call  as  many  as  80  per  cent  of  the  eligible  voters  to  the 
polls,  some  local  elections  see  a turnout  of  as  low  as  25  per  cent  of  the  voters. 
Furthermore,  wherever  three  or  more  candidates  seek  election  for  a single 
office  (as  is  usually  the  case  in  Canada)  the  winner  frequently  receives  far  less 
than  a majority  of  the  votes  cast  in  the  election.  In  short,  it  is  very  difficult  in 
practice  to  choose  representatives  who  unquestionably  command  the  support 
of  a majority  of  the  voters. 

But  even  if  we  could  be  sure  that  elections  always  did  produce  representa- 
tives supported  by  a majority  of  the  voters,  problems  would  still  remain.  For 
how  could  we  be  sure  that  the  representatives  were  doing  what  the  people 
wished  between  elections?  One  answer  to  this  question,  as  we  saw  earlier,  is 
that  competitive  political  parties,  interest  groups,  and  a free  press  would  help 
to  promote  majority  i*ule  and,  especially,  to  protect  minority  rights.  But 
parties,  interest  groups,  and  the  press  are  not  perfect.  Like  everyone  else,  they 
are  subject  to  error,  prejudice,  and  lack  of  understanding.  For  example,  since 
one  of  the  main  objectives  of  political  parties  is  political  power,  we  may  be 
excused  for  supposing  that  representatives  sometimes  sacrifice  the  interests 
of  their  constituents  to  the  interests  of  their  parties.  Similarly,  interest  groups, 
by  their  very  nature,  are  devoted  to  the  interests  of  their  own  members,  who 
usually  do  not  form  a majority  of  the  entire  populace.  Moreover,  some 
groups,  like  consumers  and  non-unioniz^  labourers,  do  not  have  strong 
interest  groups  to  protect  them.  We  should  not  be  surprised  if  they  are  treated 
less  generously  by  governments  than  people  who  are  protected  by  strong 
interest  groups.  Finally,  no  reader  or  listener  needs  to  be  told  that  newspapers, 
magazines,  radio,  and  television  sometimes  fail  to  take  their  political  role  as 
seriously  as  they  might.  All  in  all,  these  shortcomings  indicate  that,  in  practice, 
majority  rule  is  never  fully  effective  and  minority  rights  are  never  fully 
protected. 

These  observations  should  not  be  taken  as  a counsel  of  despair  by  those 
who  believe  that  representative  democracy  is  a good  system  of  government. 
After  all,  we  have  not  shown  that  “real-world  democracies”  are  completely 
ineffective.  Although  no  real  political  system  is  exactly  like  our  model 
democracy,  some  (for  example,  Switzerland,  Norway,  and  Canada)  are  more 
like  it  than  others  (for  example,  Brazil,  Spain,  and  Pakistan).  Moreover,  the 
same  political  system  may  become  more— or  less— like  our  model  with  the 
passage  of  time.  (For  example.  Great  Britain  is  more  like  our  model  now  than 
it  was  in  1910,  and  Germany  was  less  like  our  model  in  1940  than  it  was  in 
1930.)  In  short,  no  real  political  system  is  completely  democratic,  but  some 
are  more  democratic  than  others. 
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[Summary 

!“Democracy”  means  “rule  by  the  people”.  In  a model  “direct  democracy” 
[the  majority  would  rule  on  every  issue  while  respecting  minority  rights  on 
[every  issue. 

tA  direct  democracy,  like  the  one  sketched  in  our  model,  would  be  impracti- 
al  for  a large,  complex,  modern  nation  state,  because  most  people  lack  the  j 
me,  interest,  and  information  to  make  it  work.  “Real-world  democracy”  is 
lerefore  representative  democracy. 

In  representative  democracies  some  of  the  most  important  techniques  for 
romoting  majority  rule  and  protecting  minority  rights  are:  representation 
y population,  periodic  elections,  the  secret  ballot,  independent  courts,  the 
ower  of  the  purse,  political  parties,  interest  groups,  and  a free  press. 

None  of  these  techniques  for  promoting  majority  rule  and  protecting 
[minority  rights  works  perfectly  in  practice.  Therefore,  no  real  political  system 
is  completely  democratic.  But  some  systems  are  more  democratic  than  others, 
land  any  system  may  become  more,  or  less,  democratic  with  time. 

[Questions  for  Discussion 

!l.  Is  representative  democracy  a desirable  form  of  government?  (Do  not  give  a 
dogmatic  answer.  Rather,  try  to  identify  the  positive  and  normative  data  which 
underly  an  answer.) 

i2.  Discuss  any  parallels  you  can  find  between  the  democratic  polity  and  the  market 
i'  economy.  (For  instance,  is  there  some  analogy  between,  on  the  one  hand,  the 

I way  the  profit  motive  leads  producers  to  serve  consumers  and,  on  the  other 

I hand,  the  way  their  desire  for  power  leads  politicians  to  serve  voters?  How  far 

can  the  analogy  be  taken  before  it  breaks  down?  To  what  extent  does  either 
process  require  a well-informed,  intelligent  populace  if  it  is  to  give  good  results? 
What  similarities  and  differences  are  there  between  (i)  freedom  of  speech  and 
I freedom  of  contract;  (ii)  consumer  sovereignty  and  majority  rule  with  respect  for 
minority  rights;  (iii)  division  of  labour  in  economic  life  and  government  by 
representatives?) 

3.  We  often  hear  the  plea  around  election  time,  “Vote  as  you  please,  but  please 

! vote.”  Should  people  who  don’t  care  which  party  is  elected  be  encouraged  to 

! vote?  Should  voting  be  compulsory? 

14.  Is  the  following  argument  essentially  valid,  or  is  it  a misleading  sophism? 
ji  “Politicians  who  promise  new  government  expenditures  are  sometimes  accused 
1 of  ‘bribing  the  voters  with  their  own  money’.  Now  any  voter  with  enough  brains 
to  put  the  correct  end  of  a pencil  on  a ballot  paper  knows  that  government 
I spending  has  to  be  paid  for  with  taxes.  Anyone  who  suggests  that  voters  can  be 

I ‘bribed  with  their  own  money’  is  an  arrogant  dictator  at  heart,  because  he  is 

really  suggesting  that  the  electorate  is  composed  of  halfwits,  imbeciles,  and 
I low-grade  morons.” 
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5,  Political  parties  fight  an  election  on  a variety  of  issues.  A party  may  seek  sup- 
port by  arguing  the  superiority  of  its  general  political  philosophy  (right,  left, 
or  centre).  It  may  seek  support  by  arguing  the  merits  of  its  stand  on  particular 
large  issues  (such  as  medicare,  or  trade  policy).  It  may  largely  agree  with  another 
party  on  policies,  but  argue  its  own  superior  skill  or  integrity  in  carrying  out 
those  policies.  It  may  concentrate  on  a piecemeal  sort  of  election  campaign, 
otTering  a few  promises  tailored  to  local  interest  in  each  part  of  the  country.  It 
may  try  to  project  a special  image  of  its  leader  to  magnify  in  the  public  eye  his 
natural  attributes  (such  as  the  dynamism  of  youth  or  the  wisdom  of  age  or  even, 
at  a pinch,  the  harmlessness  of  mediocrity).  What  factual  examples  can  you 
bring  forward  to  indicate  which  kinds  of  issues  predominate  in  Canadian 
elections?  Which  kinds  of  issues  do  you  think  ought  to  predominate  in  a properly 
working  democracy?  How  do  you  account  for  differences  (if  any)  between  what 
you  think  are  and  what  you  think  ought  to  be  the  issues  in  Canadian  elections? 


READING  NUMBER  ONE:  CONTROL  OE  THE  PUBLIC 
PURSE  IN  CANADA 

One  important  technique  of  representative  democracy  is  the  control  of  the 
public  purse  by  the  elected  representatives  of  the  people.  Control  of  the  purse 
gives  the  representatives  power  over  the  executive  arm  of  the  government. 
For  a case  study  of  one  aspect  of  democracy  in  a real  situation,  we  will 
discuss  the  control  of  the  public  purse  in  Canada. 

Few,  if  any,  aspects  of  the  parliamentary  system  have  been  more  bitterly 
contested  historically  than  control  of  the  public  purse.  The  connection 
between  control  of  expenditure  and  control  of  executive  policy  has  long  been 
recognized,  although  what  we  know  today  as  democratic  control  became  a 
reality  only  in  the  19th  century. 

Magnitude  of  Government  Expenditure  in  Canada 

Government  expenditure  is  very  large  in  Canada,  as  it  is  in  most  countries. 
In  1965,  Canadian  federal,  provincial,  and  municipal  governments  combined 
purchased  $9.60  billion  worth  of  goods  and  services,  or  18  per  cent  of  the 
gross  national  product.  In  addition  to  these  purchases  of  current  output,  the 
three  levels  of  government  in  the  same  year  spent  another  $6.53  billion  on 
such  items  as  grants,  family  allowances,  old  age  pensions,  and  interest  on  the 
public  debt.i  The  accompanying  diagram  shows  the  size  of  expenditure  by 
the  three  levels  of  Canadian  governments  and  a little  detail  on  the  direction 
of  the  expenditures. 

' Payments  of  grants  by  one  level  of  government  to  another  are  excluded  from  these  figures,  to 
avoid  double  counting  in  the  totals  for  all  levels  of  government.  However,  such  grants  are  shown 
in  the  accompanying  diagram  of  expenditures  by  each  separate  level  of  government. 
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Our  discussion  of  democratic  control  of  public  expenditure  is  confined  to 
the  federal  government,  whose  expenditures  are  far  larger  than  those  of  any 
other  government  in  Canada. 

Origins  of  Government  Policy 

Most  government  expenditure  today  is  an  outcome  of  specific  government 
policies,  designed  to  correct  some  economic,  social,  or  other  problem. 
Therefore,  to  understand  how  government  expenditure  is  controlled,  we 
must  begin  by  understanding  how  particular  policies  are  decided  upon. 

Government  policy  may  originate  from  a variety  of  sources.  In  some 
instances,  the  cabinet  makes  the  first  decision,  and  decides  in  general  terms 
to  pursue  a particular  policy.  The  question  of  detailed  planning  is  then  turned 
over  to  the  civil  service,  and  the  departments  concerned  work  out  the  details. 
This  process  may  involve  consultation  with  interested  individuals  and  public 
bodies  who  will  inform  the  department  of  their  wishes.  After  the  plan  has 
been  developed  it  is  returned  to  the  cabinet  for  further  discussion,  and  some 
rough  estimate  of  the  cost  of  the  program  is  provided.  If  approved  at  this 
advanced  stage,  the  policy  is  then  ready  to  be  embodied  in  a bill  and  pre- 
sented to  Parliament. 

In  other  instances,  the  civil  service  itself  may  be  the  originator  of  a new 
proposal.  Plans  already  in  effect  may  not  be  doing  the  job  they  were  intended 
to  do  and  changes  may  appear  necessary.  The  minister  (in  consultation  with 
his  department)  will  work  out  the  necessary  details,  again  possibly  after 
hearing  from  interested  parties,  and  will  initiate  discussion  in  cabinet.  Once 
again,  cabinet  approval  is  necessary  before  the  plan  can  go  forward. 

The  third  method  of  developing  policy  starts  with  the  public.  Canada  is 
teeming  with  individuals  and  organizations  intent  on  promoting  their  own 
interests.  These  groups  often  approach  the  cabinet  as  a whole  or  individual 
ministers  or  civil  servants  with  new  ideas  for  legislation  or  plans  for  changing 
existing  policies.  If  their  ideas  are  sound  and  fit  into  the  general  policies  of 
the  government  they  may  be  accepted,  subject  to  being  worked  out  in  detail 
by  the  civil  service  and  accepted  by  the  cabinet. 

In  all  of  these  methods  of  developing  policy,  the  public  cannot  be  ignored. 
It  is  certainly  true  that  the  cabinet  may  initiate  policy  with  an  eye  to  the  future 
fortunes  of  the  party,  but  this  in  itself  means  that  the  public  has  a direct 
influence  on  policy.  The  initiation  of  a policy  by  a department  may  easily 
mean  that  the  field  service  of  the  department  has  been  affected  by  public 
opinion.  Finally,  the  availability  of  access  to  the  decision  makers  of  the 
government  by  public  organizations  is  a clear  indication  that  the  government 
is  interested  in  hearing  directly  how  its  policies  are  operating  and  what  new 
policies  might  be  desirable. 

In  all  cases,  however,  the  final  decision  is  with  the  government,  and  under 
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j These  farmers  took  their  tractors  to  Queen’s  Park,  Toronto,  to  make  their 
I grievances  public. 


jlour  system  there  is  no  doubt  that  this  must  be  so.  The  government  alone  has 
j the  power  to  initiate  policy  that  requires  expenditure  and  it  must  answer 
{ reasonably  frequently  to  the  electorate  for  any  failures  to  take  the  right  steps 
I'at  the  proper  time.  There  is  no  doubt  that  it  is  in  a better  position  to  evaluate 
1 1 various  (often  competing)  programs  than  is  the  public,  and  it  must  find  means 
!'to  provide  the  money  necessary  to  pay  for  them.  Its  success  or  failure  to  do 
I this  will  be  reflected  in  its  electoral  fortunes. 

\ Assuming  that  a policy  has  passed  all  the  first  hurdles,  and  has  been 
{ accepted  in  principle  by  the  government,  there  are  numerous  other  controls 
li  over  it,  especially  over  its  financial  aspects.  Few  of  these  could  be  called  direct 
ji  public  control.  They  are  mostly  controls  which,  while  instituted  for  the  good 
j of  the  public,  are  exercised  by  Parliament. 


j Preparation  of  the  Estimates 

i:Each  year  every  department  in  the  government  makes  up  its  own  budget  of 
money  that  it  would  like  to  have  to  spend  in  the  next  year.  It  analyzes  its 
' policies  and  decides  what  it  will  cost  to  continue  some  programs  at  the  same 
' level,  to  expand  some,  to  contract  others,  and  to  initiate  new  policies.  Since 
; few  departments  seriously  wish  to  reduce  their  activities,  and  most  will  have 
■ new  and  better  plans  to  put  forward,  it  is  inevitable  that  they  will  request 
more  money  than  is  available.  Before  departmental  budgets  are  submitted  to 
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the  cabinet,  they  must  first  be  passed  by  a committee  of  cabinet  ministers 
known  as  Treasury  Board.  This  small  group  of  ministers  works  efficiently  to 
cut  back  expenditure  and  to  make  certain  that  departmental  requests  con- 
form to  the  general  lines  of  government  policy.  Few,  if  any,  departments 
emerge  from  this  first  review  without  being  forced  to  reconsider  their  budgets 
and  reduce  the  amount  of  money  they  request.  Treasury  Board,  backed  by 
its  research  staff,  is  therefore  in  a strong  position  to  review  departmental 
policy,  both  what  has  been  done  and  what  is  planned,  before  recommending 
expenditure  to  the  cabinet  as  a whole. 

The  financial  plans  of  the  government  are  too  extensive  to  permit  thorough 
study  by  every  member  of  the  cabinet.  The  estimates  of  expenditure  have  all 
been  reviewed  by  Treasury  Board,  and  the  cabinet  as  a whole  will  have 
confidence  in  the  judgement  of  their  colleagues.  Should  a major  difference  of 
opinion  arise,  however,  and  a department  feel  that  it  has  been  badly  treated 
by  Treasury  Board,  it  is  possible  to  appeal  directly  to  the  cabinet  as  a whole. 
The  cabinet  has  the  power  to  settle  the  question,  although  the  chance  of  a 
successful  appeal  is  small. 

The  expenditures  of  the  government  for  the  coming  year  are  now  ready  for 
submission  to  Parliament.  They  have  been  consolidated  into  one  single 
volume  referred  to  as  the  estimates.  Already  they  have  been  subjected  to  two 
and  possibly  three  examinations,  by  department.  Treasury  Board,  and 
cabinet.  They  represent  the  expenditure  the  government  considers  necessary 
for  a year. 

Several  points  should  be  noted  with  respect  to  the  estimates.  It  is  an  old 
principle  of  the  parliamentary  system  that  money  is  voted  for  the  government 
service  for  only  one  year,  and  that  no  money  may  be  spent  without  statutory 
approval.  The  estimates,  therefore,  cover  only  a one-year  period.  Money 
voted  by  Parliament  need  not  be  spent  by  a department,  but  if  it  is  not,  the 
authority  to  spend  it  must  be  renewed  in  the  following  year.  A department 
cannot  save  its  surpluses  for  another  year.  Similarly,  the  estimates  of  each 
department  are  broken  down  into  reasonably  specific  grants  for  particular 
purposes.  The  money  voted  for  one  program  cannot  be  spent  on  any  other 
program.  All  these  are  valuable  limitations  on  the  government  and  ensure  a 
constant  check  by  Parliament. 


Debate  on  the  Estimates  and  Passage  of  the  Appropriation  Bill 

The  estimates  are  now  submitted  to  the  House  of  Commons,  and  direct 
democratic  control  of  expenditure  by  Parliament  appears  at  this  stage. 

Parliament  makes  provision  for  special  debates  on  the  government’s  pro- 
posed expenditure  so  that,  before  the  details  are  discussed,  the  Commons  is 
given  an  opportunity  to  criticize  the  government  on  matters  of  general  policy. 
It  is  a very  old  parliamentary  principle  that  the  people  should  have  a chance 
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‘to  present  their  criticisms  of  government  policy  before  voting  money.  The 
cry  of  “grievances  before  supply”  is  just  as  strong  today  as  it  has  been  for 
rcenturies.  A number  of  days,  therefore,  are  set  apart  in  each  session  for  the 
/House  of  Commons  to  debate  any  aspect  of  government  policy  it  wishes. 

When  these  general  debates  are  over,  the  House  goes  into  Committee  of 
Supply  and  discusses  government  spending  in  detail.  The  estimates  are  con- 
sidered one  by  one  and  each  may  be  discussed.  It  is  normal  for  the  House  to 
debate  at  length  the  first  item  in  the  estimates  of  each  department  and  to 
deal  with  departmental  policy  in  general.  Once  this  debate  has  ended,  the 
remainder  of  the  estimates  for  that  department  is  normally  passed  quickly. 
iThe  fact  that  this  happens  has  often  given  rise  to  the  suggestion  that  the 
|Commons  approves  the  spending  of  millions  of  dollars  without  proper  con- 
sideration. In  fact,  the  initial  debate  on  departmental  policy  is  usually  most 
comprehensive;  points  which  could  be  raised  on  other  items  have  already 
(been  covered  by  the  time  later  items  in  the  estimates  are  reached.  The  House 
jof  Commons,  therefore,  rather  than  forgetting  its  duty,  is  performing  it  in  a 
manner  confusing  to  the  outsider,  but  satisfactory  to  itself. 

Should  the  House  wish  to  examine  the  estimates  more  fully,  they  may  be 
referred  to  the  smaller  Committee  on  Estimates.  This  committee  is  empowered 
to  hear  witnesses  and  to  question  the  minister  of  the  department  concerned 
• as  well  as  civil  servants.  Policy  may  be  examined  at  length  and  minor  details 
I may  also  be  investigated.  The  committee  reports  its  conclusions  to  the  House 
I when  it  has  completed  its  investigations.  Such  a committee  can  shorten 
debate  in  the  Commons  itself  by  relieving  it  of  part  of  its  work,  and  at  the 
same  time  can  provide  more  information  for  members  of  Parliament  than 
I would  otherwise  be  available. 

When  all  the  estimates  have  been  examined  in  detail  by  the  House  of 
Commons  they  are  consolidated  into  an  ordinary  bill— the  Appropriation 
: Bill— and  sent  to  the  Senate  for  approval.  The  Senate  normally  does  not 
. debate  the  Appropriation  Bill  (although  it  could  if  it  so  wished)  and  passes  it 
I promptly.  Royal  Assent  follows  and  the  Appropriation  Act  becomes  law. 

^ At  this  point  the  government  has  received  the  legal  power  to  spend  a specified 
i amount  of  money  in  specified  ways. 

The  effectiveness  of  democratic  control  over  expenditure  in  Parliament  up 
to  this  stage  is  difficult  to  evaluate.  Parliament  is  certainly  given  the  oppor- 
tunity to  examine  government  spending,  but  there  is  considerable  doubt 
whether  Parliament  uses  its  opportunity  as  well  as  it  could.  For  this,  our 
members  of  Parliament  and  the  public  must  bear  much  of  the  blame.  There 
is  no  doubt  that  the  Commons  spends  far  too  much  time  discussing  details 
of  spending  and  not  enough  time  on  the  broad  principles  of  the  government’s 
programs.  Hours  may  be  spent  investigating  which  wharves  and  post  offices 
will  be  built  in  the  coming  year  and  a much  shorter  time  on  agricultural  policy 
in  general.  This  reflects,  of  course,  the  interest  of  the  ordinary  constituency 
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in  getting  as  much  money  as  possible  spent  within  its  boundaries.  It  is  an 
understandable  approach  to  government  spending,  but  does  result  in  inade- 
quate control  over  the  government. 

It  is  also  true  that  the  ordinary  member  of  Parliament,  looking  to  the  next 
election,  will  encourage  more  government  spending  in  his  constituency  so 
that  he  can  boast  of  how  much  he  has  done  for  his  electorate.  There  is  little 
thought  of  limiting  spending. 

In  addition,  there  are  few  members  of  Parliament  who  whole-heartedly 
support  the  idea  of  sending  all  the  estimates  to  small  committees  where  the 
details  can  be  discussed  at  length.  The  electorate  expects  its  member  of 
Parliament  to  make  himself  heard  in  Parliament,  and  committee  meetings 
are  rarely  reported  in  the  newspapers.  The  way  in  which  a member  can 
guarantee  being  reported  is  to  speak  in  the  House.  In  this  case,  publicity 
(in  the  interest  of  the  member)  seems  to  be  more  important  than  the  actual 
control  of  spending. 

The  Comptroller  of  the  Treasury  and  the  Auditor  General 

Even  when  the  government  has  the  legal  right  to  spend  money  it  is  not  free 
from  control.  All  revenue  of  the  government  is  paid  automatically  into  one 
vast  account,  the  Consolidated  Revenue  Fund.  Each  department  is  entitled 
to  spend  a specified  amount  during  the  year  on  specified  programs.  A depart- 
ment’s share  of  the  fund  is  not  paid  out  as  a lump  sum.  Before  any  money 
can  be  given  to  a department  it  must  present  a requisition  stating  the  amount 
needed  and  the  purposes  to  which  the  money  will  be  put.  These  requisitions 
are  carefully  examined  by  an  official,  the  Comptroller  of  the  Treasury,  who 
is  appointed  by,  and  may  be  removed  by,  the  cabinet  as  a whole.  His  duty  is 
' V to  see  that  the  department  has  the  legal  right  to  spend  the  money  for  the 
V objects  specified,  and  to  see  that  the  department  has  not  overspent  its  allot- 
ment. If  he  is  satisfied  that  the  expenditure  is  a proper  one,  the  money 
requested  is  released  and  the  department  may  proceed  with  its  program. 

The  final  checks  on  expenditure  are  carried  out  after  the  end  of  the  fiscal 
year.  The  activities  of  the  departments  are  all  reviewed  by  an  official  of 
Parliament,  the  Auditor  General,  who  checks  all  government  spending  in 
the  preceding  year  to  see  that  nothing  untoward  has  happened.  In  this 
investigation,  the  Auditor  General  is  not  concerned  with  legality  alone,  as 
the  checks  already  outlined  make  it  very  difficult  for  a department  to  evade 
the  law.  The  Auditor  General  is  also  interested  in  waste  and  extravagance 
and  is  free  to  report  on  it  and  make  such  recommendations  as  he  likes  to  the 
House  of  Commons.  Each  year,  therefore,  the  House  is  presented  with  a 
bulky  report  by  the  Auditor  General.  The  report  is  normally  referred  to  a 
small  committee,  the  Public  Accounts  Committee.  This  committee  considers 
the  report,  questions  the  Auditor  General  on  it,  and  is  free  to  call  before  it 
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! An  oilbarge  sank  off  Paisley  Island,  B.C.,  in  1964,  and  threatened  local  wild- 
life and  coastal  property.  Since  navigation  was  not  endangered  the  owners  of 
j the  barge  were  not  responsible  for  its  removal.  Salvage  operations,  shown 
|j  above,  cost  the  federal  government  over  $400,000  and,  on  the  recommenda- 
fj  tion  of  the  Auditor  General,  new  legislation  was  initiated  to  protect  the  Crown 
from  such  costs  in  the  future. 


any  departmental  official  it  wishes  for  an  explanation  of  the  administrative 
which  have  been  criticized.  The  final  control  over  expenditure  may 
occur  when  the  Public  Accounts  Committee  finally  reports  to  the  House  of 
Commons,  and  the  members  are  free  to  comment. 


|f  Appraisal  of  the  Controls  on  Government  Expenditure 

:i  Obviously,  the  techniques  are  available  for  thorough  control  of  government 
I'  spending.  However,  it  is  difficult  to  assess  the  effectiveness  with  which  the 
i techniques  are  used.  The  weakness  of  the  control  over  estimates  has  already 
been  noted.  There  is  a similar  weakness  in  the  Public  Accounts  Committee, 
j Some  members  of  the  committee  tend  to  use  its  meetings  to  find  sensational 
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rather  than  important  ways  to  embarrass  the  government,  and  to  make 
political  capital  for  the  next  election.  Also  the  time  available  to  Parliament 
under  its  present  rules  is  not  sufficient  to  allow  a desirably  thorough  con- 
sideration of  both  estimates  and  Auditor  General’s  report. 

On  the  other  hand,  the  controls  are  by  no  means  useless.  The  fact  that 
there  are  legal  barriers  to  the  misappropriation  of  funds  means  that  the 
government  never  has  a free  hand  to  spend  money  as  it  likes.  It  can  spend 
money  only  in  accordance  with  objectives  which  are  well  defined  in  parlia- 
mentary debate.  In  addition,  Parliament,  for  all  its  limitations,  does  fulfil  a 
major  function  reasonably  well.  Parliament  today  is  mainly  a place  where 
issues  may  be  aired  with  the  greatest  possible  publicity.  Every  government 
realizes  this,  and  knows  that  bad  publicity  will  inevitably  be  reflected  in  the 
results  of  the  next  election.  Programs  to  which  there  is  significant  public 
opposition  will  always  be  discussed  when  the  estimates  are  brought  to  the 
House.  Bad  administrative  practices  will  be  discussed  when  the  Auditor 
General  reports.  Although  the  government  is  usually  able  to  get  from  Parlia- 
ment whatever  money  it  wishes,  democratic  control  over  expenditure  tends 
to  be  preserved  for  the  simple  reason  that  Parliament  is  able  to  watch  and 
criticize  every  phase  of  the  process.  The  effectiveness  of  this  method  of 
democratic  control,  of  course,  depends  very  much  on  widespread  publicity 
of  parliamentary  debates.  The  parliamentary  press  gallery,  for  instance,  can 
be  an  important  instrument  of  democratic  control  of  the  public  purse. 

The  fact  that  Parliament  is  dominated  by  the  party  system  is  both  an 
advantage  and  a disadvantage.  When  the  government  has  a majority,  the 
fact  of  party  loyalty  means  that  those  programs  and  expenditures  the  govern- 
ment wants  will  be  approved.  But  the  fact  that  the  government  has  a majority 
also  means  that  it  cannot  evade  responsibility  to  the  electorate.  The  voters  can 
hold  the  government  responsible  for  what  it  does  and  what  it  does  not  do. 

In  the  case  of  a minority  government,  responsibility  for  policy  may  be  less 
clear-cut,  for  the  government  may  have  to  modify  its  policies  to  obtain  some 
support  among  the  opposition.  At  the  same  time,  this  means  that  the  govern- 
ment has  to  be  more  sensitive  to  the  will  of  Parliament.  Of  course,  when  the 
opposition  parties  do  not  wish  to  force  an  election,  the  government  can 
safely  behave  as  if  it  had  a majority. 

In  addition,  there  is  no  control  over  a government  so  effective  as  a vigilant 
opposition,  waiting  at  all  times  to  point  out  the  shortcomings  of  the  party  in 
power  and  informing  the  public  of  what  is  happening  in  the  administration 
of  the  country.  No  democratic  system  can  ever  be  sure  that  its  institutions 
are  operating  at  optimum  efficiency,  but  Canada  has  sufficient  limitations 
provided  over  government  spending  by  law  and  custom  to  permit  (when 
combined  with  an  efficient  party  system)  an  effective  public  control  over  all 
areas  of  government  activity. 
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[Summary 

Proposals  for  government  policy  may  originate  in  the  cabinet,  in  the  civil 
[service,  or  from  the  public,  but  in  any  event  the  government  itself  is  respon- 
'sible  for  the  final  decisions  about  what  policies  will  be. 
j Each  year  the  government  prepares  its  estimates,  a detailed  list  by  depart- 
jments  of  the  expected  cost  of  every  government  policy  or  activity.  Depart- 
'mental  requests  for  money  are  appraised  and  usually  trimmed  by  the  Treasury 
[Board  before  being  approved  by  the  cabinet. 

j Once  the  estimates  are  presented  by  the  government  to  the  House  of 
^Commons,  there  is  a general  debate  on  government  policy  followed  by  a 
[[debate  on  the  details  of  each  department’s  estimates.  Then  the  estimates  are 
consolidated  into  an  Appropriation  Bill  which  soon  becomes  law. 

The  Comptroller  of  the  Treasury  administers  the  Appropriation  Act.  He 
releases  money  to  departments  only  for  purposes  and  in  amounts  permitted 
by  the  Act. 

I After  the  end  of  the  fiscal  year,  the  Auditor  General  reviews  all  government 
[expenditure  which  has  taken  place  and  reports  on  his  review  to  Parliament. 

A majority  government  (or  a minority  government  when  the  opposition 
does  not  wish  to  force  an  election)  can  get  from  Parliament  whatever  funds 
;it  wishes,  and  in  this  situation  the  government,  not  Parliament,  effectively 
[controls  the  public  purse.  But  the  process  of  getting  funds  from  Parliament 
[demands  detailed  disclosure  and  debate  of  the  government’s  spending.  The 


Should  House  of  Commons  debates  be  televised.^ 


If  they  do  put  the  day-to-day  proceedings  of  the  House  of  Commons  on  television  we  shall  be  able  to  see  what 
causes  so  many  parliamentary  reports  to  be  followed  by  the  phrase:  “There  was  laughter.” 
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publicity  and  criticism  help  the  voters  to  know  and  judge  what  the  govern- 
ment is  doing  with  public  funds.  Democratic  control  of  the  public  purse  is 
thus  facilitated,  because  the  electorate  can  in  the  next  election  dismiss  a 
government  which  displeases  it. 

Questions  for  Discussion 

1.  What  effect  does  the  need  for  secrecy  in  some  areas  of  government  spending 
(e.g.  defence  research,  some  police  investigations)  have  on  democratic  control 
of  the  public  purse? 

2.  Should  House  of  Commons  debates  be  televised? 

3.  Canadian  newspapers,  being  a product  of  profit-seeking  private  enterprise,  have 
to  cater  to  their  customers.  At  the  same  time,  the  newspapers  are  an  important 
instrument  of  democratic  government  and  bear  a responsibility  to  fill  this  role. 
Is  there  any  basis  for  conflict  between  the  two  needs? 

4.  “It  is  ludicrous  to  say  that  a politician  ought  to  put  the  national  interest  ahead 
of  the  interests  of  his  party.  He  is  supposed  to  seek  power  for  his  party  and  for 
himself;  this  motive  forces  him  to  serve  the  nation  because  the  electorate  will 
not  give  him  power  if  he  does  not  serve  the  nation.”  Discuss. 

5.  Should  a citizen  refuse  to  pay  taxes  which  will  be  spent  on  government  projects 
of  which  he  strongly  disapproves? 


READING  NUMBER  TWO:  INCOME  DISTRIBUTION  IN 

CANADA 

This  discussion  of  income  distribution  in  Canada  illustrates  one  aspect  of 
the  workings  of  the  price  system  in  an  actual  situation.  We  saw  in  section  A 
of  this  chapter  how  income  would  be  distributed  in  a model  price  system. 
No  country  contains  a pure  model  price  system.  Income  distribution  in 
Canada  is  influenced  by  a variety  of  government  measures,  which  have  been 
adopted  through  a democratic  sort  of  procedure,  and  which  make  the 
Canadian  income  distribution  something  of  a hybrid  between  that  of  a pure 
price  system  and  that  of  a pure  public-enterprise  system,  with  the  traits  of 
the  former  generally  more  evident. 

Sources  of  Personal  Income  in  Canada 

Figure  5 shows  the  sources  of  personal  income  in  Canada  in  1964.  Civilian 
wages  and  salaries  are  by  far  the  largest  source  of  Canadian  personal  income, 
providing  around  64  per  cent  of  it  year  after  year.  Investment  income  received 
by  persons— interest,  dividends,  and  rentals— also  provides  a fairly  stable 
percentage  of  personal  income  at  10  or  11  per  cent.  The  net  income  of  farm 
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joperators  and  of  non-farm  unincorporated  business  is  a mixture  of  labour 
I'and  investment  incomes  which  cannot  be  statistically  separated.  This  income 
(of  the  self-employed,  both  farm  and  non-farm,  provided  11.5  per  cent  of 
personal  income  in  1964. 


Figure  5 

Sources  of  Personal  Income  in  Canada,  1964 
(Total,  $35,153  million) 


Net  income  of  farm  operators 


' Transfer  payments  are  income  not  received  in  payment  for  productive 
services.  They  are  income  not  earned  in  markets.  Some  of  the  main  transfer 
payments  are  family  allowances,  old  age  pensions,  and  unemployment  insur- 
ance benefits.  Government  provided  1 1 .8  per  cent  of  personal  income  through 
this  non-market  means.  Government  also  provided  about  12  per  cent  of 
personal  income  through  military  pay  and  allowances  and  its  civilian  wages 
!and  salaries. 
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The  price  system  distributes  income  very  unevenly  among  persons.  Unequal 
distribution  is  a natural  and  necessary  part  of  a price  system.  Different  people 
provide  productive  services  of  widely  varying  market  value,  and  incomes 
accordingly  vary  widely.  We  turn  now  to  a discussion  of  some  of  the  sources 
of  this  inequality. 

Income  Related  to  Hours  Worked,  to  Sex,  and  to  National  Origin 

Figure  6 shows  the  number  of  persons  in  each  income  bracket  in  Canada 
in  1964.  The  inequality  of  incomes  is  evident. 


Figure  6 

Number  of  Persons  Filing  Income  Tax  Returns, 
Classified  by  Income  and  Sex,  Canada,  1964  Taxation  Year 


Source:  Department  of  National  Revenue,  Taxation  Division,  Taxation  Statistics  (Queen’s 
Printer,  Ottawa,  1966  Edition,  Part  I),  Summary  Table  3. 
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. One  source  of  inequality  of  incomes  is  the  fact  that  different  people  work 
different  numbers  of  hours  per  year.  The  numbers  in  the  lowest  income  groups 
n Figure  6 are  greatly  swollen  by  part-time  workers,  including  students  who 
lake  a part-time  or  summer  job. 

j Income  distribution  is  related  to  sex,  as  can  be  seen  in  the  figure.  Notice 
[hat  a much  larger  proportion  of  females  than  males  is  in  the  lowest  income 
j’roups.  To  a great  extent  this  fact  springs  from  there  being  a much  larger 
proportion  of  part-time  workers  among  the  females.  Also,  females’  incomes 
[ire  lower  because  most  women  marry  and  leave  the  labour  force  before 
eaching  full  earning  capacity.  However,  even  among  full-time  workers  in 
^imilar  age  groups,  females’  earnings  are  generally  lower  than  males’.  As  a 
-ule  this  is  not  because  women  do  not  receive  equal  pay  for  equal  work 
although  instances  of  this  can  be  found),  but  rather  because  women  do  not 
eceive  equal  work.  The  ratio  of  men  to  women  increases  steadily  from  lower- 
;o  higher-paid  occupations. 

Income  distribution  is  related  to  racial  or  national  origin  in  somewhat  the 
same  ways  as  to  sex.  There  are  few  instances  of  different  rates  of  pay  to 
different  people  for  the  same  work,  but  there  are,  for  example,  dispropor- 
tionately few  native  Indians  in  the  highest-paid  occupations. 

The  price  system  does  not  itself  cause  these  income  inequalities  related  to 
sex  or  race.  In  fact,  the  profit  motive  encourages  employers  to  consider  only 
an  employee’s  productivity  and  to  ignore  race  or  sex  if  these  are  not  relevant 
to  the  employee’s  ability.  But  the  price  system  does  reflect  underlying  prob- 
lems which  tend  to  create  a partial  relationship  between  the  sex  or  race  of  the 
worker  and  his  or  her  value  to  an  employer. 


I Jncome  Related  to  Location 

There  are  in  Canada,  as  in  most  countries,  income  inequalities  related  to 
geographic  region.  Figure  7 indicates  the  general  pattern.  Income  per  capita 
[is  markedly  below  the  national  average  in  the  four  Atlantic  provinces.  Their 
Natural  resources— agricultural  land,  fisheries,  coal  mines— are  either  limited 
jn  quantity  or  suited  to  products  for  which  market  demand  has  grown  but 
sluggishly,  and  they  find  it  difficult  to  develop  manufacturing  industry  in 
competition  with  established  industry  in  central  Canada. 

I It  is  a basic  feature  of  the  price  system  that  resources  are  attracted  to  their 
most  productive  employment  because  they  receive  the  highest  return  in  that 
employment.  Interprovincial  migration  of  Canadians,  especially  from  the 
lAtlantic  provinces  and  Saskatchewan  to  Ontario,  Alberta,  and  British 
Columbia,  provides  a large-scale  example  of  this  principle  in  operation.  At 
the  same  time,  those  areas  losing  migrants  generally  deplore  the  process  and 
seek  government  measures  to  develop  local  employment  opportunities.  The 
problem  is  aggravated  for  the  areas  losing  migrants  because  the  migrants 
tend  to  be  the  better-trained,  more  capable  people. 


Income  per  capita 


46  POLITICAL  AND  ECONOMIC  SYSTEMS 

Figure  7 

Personal  Income  per  Capita,  Canada  and  the  Provinces,  1964 
(total  population) 
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Source:  Dominion  Bureau  of  Statistics,  National  Accounts:  Income  and  Expenditure,  Table  29. 


Income  Related  to  Education  and  Age 

The  relationships  between  income  and  age  and  between  income  and  education 
are  illustrated  in  Figure  8.  The  pattern  is  similar  for  both  males  and  females, 
but  for  reasons  already  discussed  the  pattern  is  at  a much  lower  level  for 
females. 

The  economic  pull  toward  further  education  is  painfully  strong,  as  the 
figure  clearly  shows.  In  general,  the  individual  with  more  education  has  a 
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markedly  higher  income  at  every  age  throughout  his  life.  One  exception  is  the 
I 5-24  age  group  with  some  university  education.  These  people  have  a lower 
Uerage  income  than  their  less  educated  contemporaries  because  many  of 
hem  are  university  students  who  hold  only  part-time  or  summer  jobs  while 
heir  contemporaries  who  have  left  school  are  mostly  working  full  time. 

Figure  8 

Average  Income  per  Income  Earner,  by  Age,  Schooling,  and  Sex,  Canada,  1961 
(non-farm  population,  15  years  of  age  and  over) 


■Source:  Dominion  Bureau  of  Statistics,  1961  Census  oj  Canada,  Volume  4.1,  Table  A-11. 
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In  general,  the  market  economy  pays  more  to  more  highly  educated  persons 
because  their  productive  skills  are  relatively  more  scarce.  This  scarcity  has 
several  bases.  The  costs  of  education  restrict  the  supply  of  skilled  workers. 
There  are  the  money  outlays  required,  the  sacrifice  of  income  from  employ- 
ment, and  in  some  instances  at  least  the  subjective  cost  in  choosing  difficult 
studies  over  a perhaps  not  very  demanding  job.  The  rapid  rate  of  increase  in 
technical  knowledge  has  been  increasing  the  demand  for  persons  with  more 
training.  But  nature  imposes  a restriction  on  the  supply  of  more  highly  trained 
workers:  not  everyone  is  capable  of  absorbing  education  at  the  most  advanced 
levels. 

“Innate  ability”,  since  in  the  labour  market  it  means  productivity,  is  an 
important  basis  of  income  differences.  While  ability  is  not  something  that  can 
be  clearly  defined  or  measured,  one  supposes  it  is  distributed  normally 
through  the  population  as  are  measurable  qualities  such  as  height  or  weight. 
To  some  unknowable  extent,  those  with  the  greatest  ability  acquire  the  most 
education.  To  that  extent,  the  higher  income  for  further  education  is  in- 
separable from  the  higher  income  for  greater  ability.  In  practice,  of  course, 
not  everyone  goes  as  far  through  the  formal  educational  system  as  his  abilities 
permit,  nor  is  the  ability  to  absorb  education  identical  with  the  abilities  which 
are  most  highly  rewarded  in  the  market.  Therefore,  innate  ability  is  a distinct 
influence  on  income,  separate  from  acquired  ability  or  education;  but  we 
cannot  show  its  influence  statistically  because  we  cannot  measure  it. 

Figure  8 also  shows  the  relationship  between  age  and  income  for  each  level 
of  education.  The  peak  earning  age  forliiales  is,  in  general,  from  35  to  65 
years,  but  notice  that  income  is  sustained  past  middle  age  more  strongly  for 
those  with  more  education.  In  general,  a man’s  mental  abilities  stand  up 
longer  through  the  years  than  his  physical  ones.  Also,  experience  usually 
counts  for  more  in  those  jobs  which  require  more  education  initially.  The 
more  educated  persons,  since  they  rely  less  on  the  sale  of  manual  skills,  enjoy 
a more  prolonged  period  before  their  market  value  falls. 


Income  Related  to  Occupation 

There  are  major  differences  in  average  income  among  occupations.  Table  1 
shows  data  compiled  from  personal  income  tax  returns  for  the  1964  taxation 
year.  The  average  for  the  large  group,  “Employees”,  conceals  much  variation 
among  occupations.  We  will  choose  one  smaller  professional  group  for  dis- 
cussion, to  illustrate  a few  points.  Doctors  and  surgeons  reported  an  average 
income  of  $21,474  in  1964.  The  income  of  this  occupation  illustrates  a variety 
of  market  and  non-market  forces. 

On  the  supply  side  of  the  market,  the  number  of  doctors  is  limited  by  the 
long  and  costly  education  they  require,  by  the  natural  scarcity  of  persons  with 
the  necessary  innate  abilities,  and  to  some  extent  by  a shortage  of  facilities 
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Table  1 


Average  Income  per  Taxpayer  by  Occupation,  Canada,  1964  Taxation  Year 


ji 

Number 

A verage 

Reported  Income 

Jl  Doctors  and  Surgeons 

15,182 

$21,474 

IjjLawyers  and  Notaries 

Engineers  and  Architects 

8,328 

17,282 

2,621 

16,801 

j Dentists 

5,102 

14,909 

[Accountants 

4,793 

13,021 

Investors 

116,082 

6,883 

i Salesmen 

59,723 

6,722 

i Entertainers  and  Artists 

4,262 

5,948 

[other  Professionals 

8,884 

5,811 

1 Business  Proprietors 

224,153 

5,703 

1 Property  Owners 

44,370 

5,270 

! -Fishermen 

5,755 

5,020 

’ jFarmers 

106,614 

4,943 

■ [Employees 
; ‘Unclassified 

4,606,207 

10,200 

4,534 

3,851 

Pensioners 

78,943 

3,221 

[Total 

5,301,219 

$ 4,749 

LSource:  Department  of  National  Revenue,  Taxation  Division,  Taxation  Statistics  (1966  Edition, 
Part  I),  Summary  Table  3.  Less  recent  but  much  more  detailed  information  is  given  in  Dominion 
Bureau  of  Statistics,  1961  Census  of  Canada,  Volume  4.1,  Tables  B-4  and  B-5. 

j 

For  their  training.  The  number  of  doctors  is  also  limited  by  a licensing 
requirement,  which  reflects  an  inherent  weakness  of  the  pure  price  system. 
In  the  purchase  of  such  intricate  skills  as  those  of  a physician  or  surgeon,  the 
ordinary  consumer  is  simply  not  able  to  judge  accurately  the  quality  of  the 
service  he  receives.  Complete  consumer  sovereignty,  in  such  a situation,  can 
be  dangerous  to  the  consumer.  Therefore  political  or  non-market  measures 
are  needed,  to  provide  experts  to  guard  the  consumer  against  incompetence 
that  he  himself  might  not  recognize.  In  the  case  of  the  medical  profession  in 
Canada,  each  provincial  government  forbids  any  doctor  to  practise  without 
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a licence,  which  can  be  obtained  only  by  a doctor  who  satisfies  the  provineial 
Medical  Association  of  his  competence.  Without  this  arrangement,  there 
would  certainly  be  more  practising  doctors,  with  a lower  average  income,  and 
a lower  average  level  of  competence. 

On  the  demand  side  of  the  market,  doctors’  incomes  are  influenced  by  a 
growing  demand  for  their  services.  Our  rising  standard  of  living  enables  us  to 
purchase  more  intensive  care;  our  growing  numbers  alone  require  more 
doctors;  and  the  improving  state  of  medical  knowledge  increases  the  variety 
of  illnesses  and  complaints  which  can  usefully  be  taken  to  a doetor  for 
treatment. 


Figure  9 

Total  Income  and  Total  Income  Tax  Paid  by  each  Income  Group,  Canada, 
1964  Taxation  Year 


Source;  Department  of  National  Revenue,  Taxation  Division,  Taxation  Statistics  (1966  Edition, 
Part  I),  Table  2. 
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Doctors’  incomes  are  also  influenced  by  other  arrangements  which  are 
iepartures  from  our  model  price  system.  In  a pure  model  market,  prices  are 
let  by  uninhibited  bargaining  between  buyer  and  seller.  This  aspect  of  the 
)ure  price  system  seems  inappropriate  to  the  market  for  medical  services, 
"or  one  thing,  the  patient  is  often  not  in  top  bargaining  form  when  he  needs 
io  buy  medical  care.  For  another,  bargaining  is  a time-consuming  process, 
md  also  one  which  is  traditionally  considered  by  many  to  be  unseemly  in  the 
narket  for  professional  services.  To  avoid  these  problems,  each  provincial 
(Medical  Association  has  set  out  a schedule  of  fees  which  its  members  may 
rjollow.  Now  this  schedule  must  reflect,  among  other  things,  the  Association’s 
/iew  on  what  the  appropriate  income  is  for  a doctor,  and  it  necessarily 
influences  doctors’  incomes  toward  that  level.  Apart  from  the  fee  schedule,  a 
jloctor  departs  from  the  pure  price  system  in  another  way.  He  provides  some 
! Tiedical  services  without  payment,  sometimes  by  not  charging  needy  patients, 
sometimes  by  not  pressing  for  payment  of  outstanding  bills  to  needy  patients. 
These  are  traditional  rather  than  market  arrangements,  and  they  reduce 
doctors’  incomes. 

I The  distribution  of  income  among  occupations  changes  through  time  in 
[•esponse  to  market  forces.  The  rapid  growth  of  economically  useful  know- 
ledge and  the  accumulation  of  increasingly  intricate  machines  both  tend  to 
increase  the  demand  for  persons  with  a high  level  of  technical  training. 
Automation  tends  to  shift  the  demand  for  labour  away  from  less  skilled 
toward  more  skilled  occupations.  The  growth  of  big  government,  trade 
jimions,  and  large  corporations,  all  of  which  negotiate  with  each  other  for 
high  stakes,  has  set  a high  value  on  those  people  who  are  skilled  in  organizing 
gnd  negotiating.  Trade  unions  also  affect  income  distribution,  but  different 
people  hold  widely  different  factual  judgements  about  what  the  effects  are. 
For  instance,  in  Canada  wages  and  salaries  increased  from  56  per  cent  of  net 
Rational  income  in  1926-28  to  66  per  cent  in  1963-65;  but  even  the  experts 
disagree  widely  on  what  if  any  responsibility  trade  unions  had  for  this  increase 
in  labour’s  share  of  national  income.  One  economist  has  lamented: 

: “The  effects  of  trade  unions  on  wages 

Would  fill  the  next  two  hundred  pages. 

One  obstacle  stands  in  our  way— 

We  can’t  agree  on  what  to  say.’’ 

Redistribution  by  Government 

iPart  of  the  impact  of  government  on  the  distribution  of  income  in  Canada  is 
illustrated  in  Figure  9,  which  shows  how  the  progressive  personal  income  tax 
iftakes  a larger  percentage  of  higher  incomes  and  leaves  after-tax  income  less 
unequally  distributed  than  before-tax  income. 
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Transfer  payments  (see  Figure  5)  further  reduce  inequality.  Some  of  them, 
like  family  allowances,  are  made  equally  to  rich  and  poor  alike  and  thus  reduce 
the  percentage  difference  between  rich  and  poor  income.  Others,  like  unem- 
ployment insurance  benefits,  tend  to  be  directed  mainly  toward  those  with 
lower  incomes. 

The  provision  of  public  services  without  charge  also  somewhat  equalizes 
real  (thought  not  money)  incomes.  For  instance,  all  children  receive  schooling 
which  is  paid  for  mainly  out  of  taxes,  regardless  of  how  much  their  parents 
pay  in  taxes. 

In  Canada,  intergovernmental  grants  are  made  to  reduce  inequalities 
among  regions.  For  instance,  the  federal  government  makes  grants  to  the 
Atlantic  provinces  out  of  its  general  tax  revenue  from  the  whole  country;  and 
the  government  of  Alberta  makes  grants  to  municipalities  in  the  province 
with  the  general  effect  of  reducing  inequalities  of  real  per  capita  income. 

In  this  chapter,  we  stop  at  merely  pointing  out  the  impact  of  government 
on  income  distribution.  In  Chapters  IX  and  X some  of  the  reasons  for  and 
consequences  of  this  and  other  forms  of  government  intervention  in  the 
price  system  will  be  discussed. 


Summary 

Most  of  the  personal  income  of  Canadians  is  earned  in  markets  in  the  form  of 
rent,  interest,  dividends,  and  profits,  and  especially  wages  and  salaries. 
Transfer  payments  provide  a small  but  significant  portion  of  personal  income. 

As  one  would  expect  in  an  economy  which  relies  heavily  on  the  price  system, 
income  is  distributed  quite  unevenly  among  Canadians,  because  different 
people  sell  productive  services  of  widely  differing  market  values. 

Some  of  the  sources  of  inequality  of  incomes  are  differences  among  persons 
in  amount  of  land  and  capital  owned,  in  hours  worked  per  year,  in  age,  and 
in  occupation.  Sex,  racial  or  national  origin,  and  education  are  also  related 
to  income,  largely  because  they  are  related  to  occupation.  Regional  differ- 
ences in  income  per  capita  are  also  significant. 

The  degree  of  scarcity  of  workers  in  any  particular  occupation  is  the  main 
influence  on  income  in  that  occupation.  Scarcity  is  greater  as  the  supply  is 
smaller  or  as  the  demand  is  greater.  The  supply  of  any  particular  kind  of 
worker  is  more  or  less  restricted  by  natural  or  by  man-made  obstacles.  The 
demand  for  any  particular  kind  of  worker  changes  as  a result  of  changes  in 
technology,  in  the  structure  of  society,  in  consumer  tastes,  and  in  other 
influences. 

Governments  somewhat  reduce  the  inequality  of  incomes  by  progressive 
income  tax,  transfer  payments  to  persons,  intergovernmental  grants,  and  the 
provision  of  public  services  financed  from  taxation. 
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Questions  for  Discussion 

I.  Discuss  the  supply  of  and  demand  for  workers  in  some  particular  occupation, 
in  order  to  guess  whether  their  income  is  above  or  below  the  national  average 
for  all  occupations. 

Discuss  the  following  statistics: 
j Personal  Income  per  Capita 


1960 

1961 

1962 

1963 

1964 

1965 

Alberta 

$1,554 

1,595 

1,703 

1,747 

1,795 

1,974 

Saskatchewan 

$1,477 

1,222 

1,695 

1,867 

1,683 

1,966 

13.  What  positive  and  normative  data  are  relevant  to  a decision  whether  redistribu- 

1 tion  of  income  by  government  should  be  increased?  (To  keep  the  discussion  from 

becoming  too  general,  it  should  perhaps  be  confined  to  a specific  form  of 

j redistribution,  such  as  old  age  pensions,  or  federal  grants  to  the  Atlantic  prov- 

' inces,  or  provision  of  free  textbooks  by  the  schools.) 

4.  Discuss  the  following  data  (compiled  from  the  1964  income-tax  returns  of 
Canadian  farmers): 


Income  Group 

Number  of  Farmers 

under  $ 2,000 

86,371 

$ 2,000-  3,999 

93,285 

4,000-  5,999 

29,122 

6,000-  7,999 

12,262 

8,000-  9,999 

6,377 

10,000-  14,999 

5,309 

15,000-19,999 

1,213 

20,000+ 

614 

5.  Discuss  objectively  the  “underlying  problems  which  tend  to  create  a partial 
relationship  between  the  sex  or  race  of  the  worker  and  his  or  her  value  to  an 
employer”. 


Ill 

Dictatorial  Polity  and 
Public-Enterprise  Economy 


A.  ESSENTIALS  OE  ECONOMIC  PLANNING 

Any  economic  system,  however  it  is  organized,  must  cope  with  the  basic 
questions  of  what  to  produce,  what  methods  of  production  to  use,  and  how 
to  share  products  among  consumers.  In  this  section  we  consider  how  these 
decisions  might  be  made  in  a public-enterprise  economy,  where  the  state 
owns  all  land  and  capital  and  organizes  economic  activity  by  central  planning. 
The  government  of  the  state  may  be  either  dictatorial  or  democratic;  our 
concern  now  is  with  the  process  of  planning  and  not  with  the  source  of  the 
political  decisions  underlying  the  economic  plans. 

Justification  of  Central  Planning 

Before  we  begin  to  describe  the  mechanics  of  central  economic  planning,  let  us 
look  at  a few  of  the  more  common  arguments  heard  in  support  of  public  enter- 
prise. Again,  these  are  just  common  arguments,  not  necessarily  valid  ones: 

1.  Value  judgement:  Unemployment  and  inflation  are  undesirable. 

Factual  judgement:  A public-enterprise  economy  experiences  less  unemploy- 
ment or  inflation  than  any  other  kind  of  economy. 

Conclusion:  Public  enterprise  is  desirable. 

2.  Value  judgements:  People  are  a little  like  grasshoppers,  in  that  they  attach 
too  little  importance  to  future  needs  compared  with  present  desires.  Rapid 
growth  of  output  is  desirable. 

Factual  judgement:  Central  planners  can  restrict  the  production  of  goods  for 
present  consumption,  in  order  to  produce  more  capital  goods  that  will  pro- 
vide greater  production  in  the  future. 

Conclusion:  Public  enterprise  is  desirable. 
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!l  Value  judgement:  Extreme  inequality  of  incomes  is  undesirable. 

^actual  judgement:  There  is  less  inequality  of  income  in  a public-enterprise 
han  in  a private-enterprise  economy. 

Ilonclusion:  Public  enterprise  is  desirable. 

' As  with  the  similar  lists  for  private  enterprise  and  democracy,  this  is  only 
i sample  of  the  many  arguments  that  exist. 

Model  of  Central  Planning 

Central  economic  planning  is  an  extremely  complex  task,  especially  in  a 
leveloped  economy.  To  explain  the  essentials  of  it  without  distracting  detail, 
;|ve  will  set  up  another  model. 

[Central  economic  planning  involves  making  a vast  number  of  big  and 
mall  decisions,  each  requiring  specialized  technical  knowledge.  These  deci- 
ions  are  far  beyond  the  ability  of  any  small  group  of  men.  Therefore  we  shall 
lave  to  establish,  in  our  model,  a great  many  committees.  We  shall  need  a 
mall  central  committee,  the  “Central  Planning  Authority”,  to  make  and 
o-ordinate  the  major  decisions.  Beneath  it,  we  shall  need  many  committees 
a several  layers  to  look  after  a multitude  of  large  and  small  details. 

^hat  to  Produce?  — Balancing  Major  Objectives 

fhe  Central  Authority’s  major  concern  will  be  with  the  general  objectives  of 
me  plan.  On  the  one  hand,  it  will  need  to  know  the  total  capacity  of  the 
liation’s  economy:  how  much  is  it  possible  to  produce?  On  the  other  hand,  it 


CENTRAL,^  AUTHORITY 


INVESTMENT 


CONS 


DEFENCE 
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will  have  to  make  decisions  about  the  urgency  and  importance  of  different 
major  needs:  what  quantity  of  consumer  goods  is  necessary  or  desirable? 
What  amount  of  capital  goods  should  be  produced  to  increase  future  produc- 
tive capacity?  What  amount  of  resources  should  be  devoted  to  military 
strength?  Just  as  a small  boy  in  a candy  store  finds  that  his  quarter  won’t 
stretch  as  far  as  his  desires,  the  planners  will  know  that  the  economy  cannot 
produce  enough  to  do  everything  that  they  would  like  to  have  done.  They 
will  have  to  make  choices.  If  one  objective  is  to  be  met  more  fully,  the  required 
extra  resources  will  have  to  come  from  a cut-back  in  other  objectives.  More 
defence  production  means  less  for  consumers  or  less  new  capital;  more  con- 
sumer goods  mean  less  capital  or  fewer  military  goods;  and  so  on.  The 
planners  have  to  strike  a balance  among  the  major  objectives. 

These  major  decisions  are  largely  political.  Therefore  the  Central  Authority 
must  be  close  to  or  identical  with  the  political  authority.  In  a democracy  the 
Central  Authority  might  be  the  cabinet,  and  its  decisions  could  become 
significant  election  issues. 

Note  that  any  economy  (unless  it  contains  unemployed  resources)  faces  the 
same  problem,  that  more  of  one  kind  of  production  means  less  of  other  kinds. 
The  problem  is  merely  less  obvious  in  a price  system,  because  there  is  no 
single  central  authority  considering  it. 


What  to  Produce?  — the  Details 

Given  the  big  decisions,  our  planners  will  be  faced  with  vast  amounts  of 
detail  to  work  out.  Because  of  the  size  of  this  job,  the  Central  Authority  will 
have  to  allot  most  of  it  to  its  many  subordinate  committees. 

One  large  set  of  small  decisions  is  about  consumer  goods  and  services. 
Given  the  big  decision  about  the  total  amount  of  production  for  consumers, 
the  “Committee  for  Consumers’’  faces  thousands  of  little  decisions  about 
what  kinds  and  quantities  of  items  to  produce.  A number  of  methods  present 
themselves  for  handling  the  problem.  For  example,  the  committee  might  rely 
on  direct  consumer  balloting  for  goods  and  services,  consumer  legislatures, 
or  continuous  or  periodic  polls  of  consumer  opinion.  Any  of  these  methods 
would  require  consumers  to  vote  on  thousands  of  items.  Since  there  is  a limit 
on  what  can  be  provided,  the  voters  would  have  to  list  their  preferences  and 
priorities,  as  to  both  what  and  how  much  should  be  provided.  Computers 
could  be  used  to  tabulate  the  results  as  frequently  as  required  and  desired. 
However,  direct  voting  of  any  kind  is  a cumbersome  way  of  making  decisions. 
Furthermore,  since  there  are  many  thousands  of  goods  and  services,  con- 
sumers would  become  confused  and  weary  of  going  through  ballots  or  opinion 
polls  the  size  of  mail-order  catalogues.  The  planners  could  simplify  the 
choices  by  reducing  the  number  and  range  of  styles  of  various  goods,  but  this 
would  reduce  the  freedom  of  consumer  choice.  Or  the  planners  themselves 
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pould,  at  the  cost  of  complete  loss  of  consumer  choice,  decide  what  consumer 
Items  to  produce  and  allocate  a standard  bundle  to  each  person.  This  would 
lot  only  deprive  consumers  of  all  choice;  it  would  also  be  very  wasteful  to 
give,  say,  equal  amounts  of  wine  to  teetotallers  and  imbibers  alike, 
i There  is  an  obvious  way  out  of  this  problem  of  the  planners.  This  is  to  use 
i [‘doUarvoting”,  that  is,  the  price  system,  so  that  consumer  decisions  can  be 
pi^e  as'TYS^ly  as  possible  and  in  a completely  decentralized  way,  with  each 
bonsumer  deciding  for  himself.  Consumers  would  buy  what  they  wished  in 
jthe  state-owned  stores.  The  planners  would  be  guided  by  sales  in  deciding 
what  mixture  of  consumer  goods  to  produce.  This  is  not  merely  an  imaginary 
possibility.  The  countries  of  the  Soviet  bloc  make  extensive  use  of  the  price 
system  in  this  way  in  the  consumer  sector  of  the  economy. 

! The  “Committee  on  Defence  Production”  will  face  a few  large  customers, 
'the  armed  forces.  Here,  the  details  of  what  kinds  of  armaments  to  produce 
lean  fairly  easily  be  settled  without  the  use  of  “dollar  voting”.  With  only  a 
few  customers,  the  planners  can  simply  ask  them  what  they  want, 
j We  will  also  need  a “Committee  on  Capital  Goods”  to  make  detailed 
idecisions  about  the  kinds  of  capital  goods  to  be  produced.  If  the  country’s 
industry  is  simple  and  small,  this  committee  may  find  it  most  efficient  to  ask 
each  enterprise  what  kinds  of  new  equipment  it  needs.  But  if  there  are  many 
complex  enterprises,  using  a wide  variety  of  standardized  items,  “dollar 
yoting”  is  likely  to  be  the  simplest  and  most  efficient  device  for  the  planners 
to  use.  The  planners  would  set  up  markets  in  which  state-owned  factories 
needing  equipment  could  buy  it  from  state-owned  factories  producing  it. 
Then  the  number  of,  say,  -horsepower  electric  motors  produced  would 
‘depend  on  the  sales  figures.  The  planners  could  relax  while  this  “price 
system”  among  government  enterprises  did  much  of  their  routine  administra- 
tion for  them. 

‘What  Method  of  Production? 

A formidable  mass  of  work  faces  the  planners  in  deciding  how  things  should 
jbe  produced.  There  are  hundreds  of  thousands  of  different  goods  and  services, 
■and  each  can  be  produced  by  many  different  methods.  How  much  fertilizer 
per  acre  is  to  be  used  in  wheat  growing?  Are  the  city  streets  to  be  swept  by 
'hand  or  by  machine?  Will  tooth  fillings  be  metal  or  plastic?  Each  such  decision 
'requires  detailed  technical  knowledge.  We  will  need  a great  many  expert 
j committees  to  make  them. 

I A “Committee  on  Production  of  Cereal  Grains”,  composed  of  suitably 
' knowledgeable  people,  can  decide  such  wheat-growing  questions  as  the  rate 
of  application  of  fertilizer.  Let  us  look  more  closely  at  that  decision.  The 
' Committee  would  have  to  use  its  expert  knowledge  of  the  effect  of  fertilizer 
on  yields.  To  make  an  efficient  decision,  it  would  also  have  to  know  the  cost 
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of  fertilizer  and  the  value  of  wheat.  It  would  have  to  weigh  the  extra  cost 
against  the  extra  yield  in  deciding  how  much  fertilizer  to  use.  Where  does  the 
committee  get  a measure  of  the  cost  of  fertilizer?  A Canadian  farmer  facing 
the  same  decision  has  a readily  available  measure  of  the  cost  of  fertilizer— its 
market  price.  The  planners  need  a similar  guide.  Let  us  set  up  another  com- 
mittee to  provide  it— a “Committee  for  Setting  Prices’’.  This  body  can  put  a 
price  on  fertilizer  and  a price  on  wheat,  and  then  the  Grains  Committee  can 
calculate  whether  the  value  of  extra  wheat  justifies  the  cost  of  extra  fertilizer. 

Our  Prices  Committee  will  be  a very  important  one.  The  prices  it  sets  will 
guide  the  decisions  of  all  the  expert  committees  which  are  choosing  methods 
of  production.  If  the  price  of  carrots  is  high  and  the  price  of  parsnips  is  low, 
the  “Committee  on  Recipes  for  Tinned  Vegetable  Soups’’  will  adjust  its 
recipes  accordingly.  If  the  price  of  copper  is  high  and  the  price  of  gold  is  low, 
the  “Committee  on  Plumbing  Fixtures  and  Water  Pipes’’  might  use  gold 
instead  of  copper  as  one  of  its  materials. 

Now  that  we  have  a Prices  Committee,  we  might  as  well  entrust  it  with 
setting  the  prices  charged  to  consumers  in  the  state-owned  stores.  These 
prices  will  have  an  important  influence  on  consumer  purchases.  If  the  price 
of  butter  is  set  low  and  that  of  margarine  high,  consumers  will  tend  to  buy 
butter,  not  margarine.  Through  the  whole  range  of  consumer  goods  and 
services,  the  prices  set  will  affect  what  consumers  choose. 

How  will  the  Prices  Committee  make  its  important  decisions  about  prices? 
In  a pure  private-enterprise  economy,  prices  are  set  by  the  interplay  of  supply 
and  demand  in  free  markets.  Our  Prices  Committee  will  have  to  take  essen- 
tially the  same  forces  into  account  in  setting  each  price.  It  will  have  to  put  a 
high  price  on  those  things  which  are  costly  to  produce,  a low  price  on  items 
that  can  be  produced  cheaply. ^ In  this  way,  all  the  planners  and  consumers 
will  be  guided  toward  an  efficient  use  of  resources  and  products.  For  example, 
if  steel  is  costly  to  produce,  a high  price  for  it  would  be  desirable  to  encourage 
all  the  planners  to  use  other  materials  where  possible  and  to  use  steel  only 
where  it  is  most  necessary.  If  turnips  can  be  produced  cheaply,  a low  price 
for  them  is  desirable  to  encourage  their  extensive  use,  by  consumers  in  their 
diets  and  by  planners  for  livestock  feeding. 

We  have  answered  the  question,  “How  should  the  Prices  Committee  set 
prices?’’  by  saying  they  should  price  each  item  according  to  its  cost  of  produc- 
tion. But  this  raises  another  question.  How  will  they  measure  costs  of  pro- 
duction? They  will  have  to  set  wage  rates  for  labour,  rents  for  land,  and 
interest  rates  for  loans.  Wage  rates  are  obviously  needed  to  measure  the  cost 
of  labour,  but  why  rent  or  interest?  Consider  rent  first,  using  the  example  of 
an  iron  mine.  The  iron  ore  is  there  in  the  mine  through  no  effort  of  mankind. 
It  is  a gift  of  nature  and  had  no  cost  of  production.  However,  it  is  a valuable 


* The  cost  per  unit  of  producing  a commodity  may  vary  with  the  amount  produced,  and  the 
experts  on  the  Prices  Committee  will  have  to  cope  with  that  complication  in  setting  each  price. 


\ salmon  fleet  in  Vancouver.  Rental  charges  ration  and  thus  help  to  conserve 
latural  resources.  It  is  difficult  to  collect  a rent  for  the  use  of  unowned  re- 
sources like  fisheries,  and  such  resources  may  be  over-utilized  as  a result. 


ift,  not  to  be  used  wastefully.  By  including  a rent  charge  in  the  price  of  iron 
ore,  the  planners  will  increase  the  price  of  iron  ore  and  of  all  its  products.  In 
[this  way  they  will  prevent  the  use  of  iron  throughout  the  economy  in  its  least 
Wessary  uses.  The  rent  may  be  set  low  or  high,  depending  on  the  Central 
jAuthority’s  directives  about  the  importance  of  conservation  and  on  the 
Abundance  or  scarcity  of  mines. 

etc.)  is  a means  of  rationing  and  conserving  the  resource.  Much  the  same 
jargument  explains  why  the  Prices  Committee  will  need  to  set  a rate  of  interest 
■Remember  that  the  Central  Authority  had  to  set  a limit  on  the  total  produc- 
jtion  of  capital  goods.  The  planners  will  be  concerned  to  see  that  the  new 
ipapital  goes  into  the  most  efficient  uses.  One  way  of  arranging  this  is  to 
[•require  any  enterprise  buying  new  capital  goods  to  pay  for  them  with  money 
(borrowed  at  interest  from  the  state  bank.  In  this  way  an  interest  cost  is 
jattached  to  all  new  capital  goods.  By  raising  or  lowering  the  interest  rate,  the 
jPrices  Committee  can  ration  capital  goods  more  or  less  severely.  If  capital 
(goods  are  very  scarce,  a high  rate  of  interest  can  be  set,  to  encourage  all  the 
IjOther  planners  to  restrict  their  use  of  capital.  For  instance,  the  “Committee 
on  Public  Sanitation”  would  be  influenced  by  a high  interest  rate  toward 
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labour-intensive  methods  of  street-sweeping.  Capital  would  be  applied  only 
in  its  most  necessary  and  productive  uses.  It  would  be  restricted  to  those  uses 
by  its  high  interest  cost.  If  capital  goods  were  abundant,  the  rate  of  interest 
could  be  lowered  to  encourage  their  more  liberal  use  throughout  the  economy. 

Wage  rates  would  have  to  be  set  with  similar  principles  in  mind.  Wages  in 
general  could  be  set  low  or  high,  as  labour  is  plentiful  or  scarce,  to  encourage 
its  liberal  or  sparing  use  as  required.  There  are  many  different  kinds  of  labour 
and  to  ration  each  kind  the  Prices  Committee  would  have  to  set  a wage  for 
each  kind  separately.  If  welders  were  more  scarce  than  bricklayers,  their 
wage  would  be  set  higher. 

Sharing  the  Output  of  Consumer  Goods  and  Services  among 
Consumers 

Each  consumer’s  ability  to  buy  things  in  the  state-owned  stores  will  depend 
on  his  money  income.  Since  the  state  owns  all  land  and  capital,  it  will  receive 
all  rent  and  interest  income.  Persons  will  receive  only  the  wages  earned 
through  their  personal  labour,  unless  the  planners  make  additional  special 
arrangements. 

One  such  additional  arrangement  might  be  to  pay  people  interest  on 
savings.  The  purpose  of  this  would  be  to  encourage  them  to  consume  less, 
to  release  resources  for  other  objectives. 

If  equality  of  incomes  is  an  objective  of  the  Central  Authority,  there  will 
have  to  be  special  measures  to  achieve  this.  We  saw  that  the  Prices  Committee 
had  to  set  different  wage  rates  on  different  occupations,  to  ration  each  kind  of 
labour  according  to  its  degree  of  scarcity.  But  this  will  mean  inequality  of 
incomes.  Taxes  and  transfer  payments  could  be  used  to  bring  about  income 
equality.  Then  another  problem  would  arise.  If  a person’s  income  is  always 
adjusted  by  taxes  and  transfer  payments  to  the  common  level,  he  has  no 
monetary  incentive  to  learn  new  skills  or  to  change  jobs.  It  would  be  difficult 
for  managers  of  enterprises  to  obtain  the  particular  kinds  of  labour  they  need. 
The  planners  would  have  to  find  other  devices  to  make  the  labour  force 
responsive  to  the  economy’s  needs.  At  one  extreme,  the  planners  might 
impose  a forced  draft  on  all  labour,  removing  all  personal  freedom  of  occu- 
pational choice,  to  provide  consumers  with  the  products  they  desire.  At 
another  extreme,  the  planners  might  permit  complete  freedom  of  choice  of 
occupation,  but  then  they  would  have  to  impose  the  resulting  mixture  of 
products  on  consumers  whether  consumers  wanted  that  mixture  or  not. 

We  can  see  that,  if  incomes  are  equalized,  a conflict  exists  between  freedom 
of  choice  by  consumers  in  what  they  buy  and  freedom  of  choice  of  occupation. 
The  planners  might  attempt  to  reconcile  the  two  freedoms  by  exhortation, 
leaving  each  person  free  to  choose  his  occupation  but  attempting  to  influence 
the  choice  by  appeals  to  patriotism  and  a sense  of  duty.  But  probably  the 
most  effective  compromise  would  be  a resort  to  some  inequality  of  income 
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ito  attract  workers  into  the  more  needed  occupations.  Income  inequality 
arising  from  rents,  royalties,  interest,  profits,  and  inheritance  would  not 
[arise  in  a pure  public-enterprise  economy,  but  inequality  associated  with 
occupation  could  be  eliminated  only  with  the  sacrifice  of  freedom  of  occu- 
pational choice  or  of  consumer  sovereignty. 

Summary 

in  this  section  we  have  sketched  out  an  imaginary  public-enterprise  economy 
in  which  economic  activity  is  organized  by  central  planning. 

At  the  head  of  the  planning  machinery  we  put  a “Central  Planning  Author- 

[ty”  to  decide  such  major  questions  as  how  to  allocate  production  among 
:onsumer  goods,  capital  goods,  and  defence. 

I We  considered  various  techniques  the  planners  might  use  in  deciding  the 
details  of  what  particular  kinds  and  quantities  of  items  to  produce.  We  con- 
scluded  that  the  simplest  and  most  efficient  technique  would  be  to  set  up 
[markets  where  buyers  could  choose  what  they  wanted.  Then  production 
Icould  be  guided  by  sales. 

I We  set  up  a multitude  of  expert  committees  to  decide  on  methods  of 
[production.  (We  implied  that  these  committees  would  give  directives  to  the 
fjnanagers  of  the  farms  and  factories,  but  we  could  cut  down  the  size  of  the 
[bureaucracy  by  letting  the  managers  themselves  be  the  experts.)  These  experts 
[needed  more  than  their  technical  knowledge  about  production.  They  needed 
jto  know  the  value  of  their  products  and  the  costs  of  the  materials  and  re- 
jsources  they  used,  if  they  were  to  choose  the  methods  of  production  that 
[made  the  most  efficient  use  of  the  nation’s  resources.  So  we  established  a 
[Prices  Committee  to  set  prices  to  guide  all  the  expert  managers. 

'I  The  Prices  Committee  had  to  set  prices  to  ration  each  material  and  resource 
iaccording  to  its  scarcity— high  prices  for  scarce  items,  low  prices  for  plentiful 
iOnes.  The  prices  included  a rent  charge  to  ration  and  conserve  land  resources, 
!an  interest  rate  to  ration  the  use  of  capital  goods,  and  different  wage  rates 
ifor  different  occupations. 

No  person  earned  a property  income  because  all  property  belonged  to  the 
]state.  However,  inequality  of  wages  income  among  persons,  according  to 
occupation,  would  probably  be  necessary  if  people  were  to  have  both  freedom 
[of  choice  of  occupation  and  consumer  sovereignty. 

I This  model  of  a public-enterprise  economy  relies  heavily  on  money  prices 
as  a technique  of  administration.  We  could  have  imagined  instead  a model  in 
which  everything  was  done  by  direct  command.  The  administrative  problems 
of  this  method  would  be  formidable  in  a modern,  complex  economy.  In  the 
last  section  of  this  chapter  we  will  see  that  the  Soviet  Union  uses  both  prices 
[and  direct  command  in  its  economic  planning,  and  has  recently  been  turning 
more  toward  the  use  of  prices  to  guide  its  now  highly  developed  and  com- 
iplex  economy. 
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Questions  for  Discussion 

1.  Can  you  think  of  similarities  and  differences  between  central  planning  in  a 
public-enterprise  economy  and  the  internal  operation  of  a large  business  cor- 
poration in  a private-enterprise  economy? 

2.  If  incomes  are  to  be  equalized,  people  will  have  to  be  guided  into  needed  occupa- 
tions by  means  other  than  income  incentives.  What  alternative  means  are  there? 
What  positive  and  normative  data  do  you  need  to  decide  on  (i)  their  effective- 
ness; (ii)  their  desirability? 

3.  Suppose  the  political  authority  over  the  planners  is  a democratic  government. 
In  what  ways,  if  any,  would  public  enterprise  and  central  economic  planning 
tend  to  make  the  government  (i)  less  democratic;  (ii)  more  democratic? 

4.  Suppose  the  political  authority  over  the  planners  is  a dictatorship  instead  of  a 
democracy.  What  differences  do  you  think  this  would  make  to  the  objectives 
and  techniques  of  the  planners? 


B.  ESSENTIALS  OF  DICTATORSHIP 

Democracy,  as  we  saw  earlier,  is  a form  of  government  in  which  the  citizens 
rule  themselves  according  to  the  principle  of  majority  rule  and  minority 
rights.  In  a democracy,  authority  to  make  public  decisions  is  vested  in  the 
entire  community.  In  a dictatorship,  on  the  other  hand,  political  decision- 
making is  restricted  to  a select  group.  This  select  group  may  be  constituted 
on  the  basis  of  physical  strength,  or  age,  or  sex,  or  ancestry,  or  religion,  or 
wealth,  or  race,  or  culture,  or  knowledge,  or  any  combination  of  these  (or 
other)  characteristics.  Any  such  select  group  is  known  as  an  elite.  A brief 
definition  of  “dictatorship”  is,  then,  “government  by  an  elite'". 

Justification  of  Dictatorship 

Our  main  concern  is  to  explain  the  techniques  by  which  dictatorships  main- 
tain their  power.  First,  however,  we  mention  a few  of  the  more  usual  argu- 
ments in  defence  of  dictatorship.  Again,  it  is  up  to  the  student  to  appraise 
these  and  other  arguments: 

1.  Value  judgement:  The  state  must  be  concerned  with  objectives  over  and 
above  the  narrow,  selfish  objectives  of  individual  citizens.  For  example,  such 
goals  as  national  grandeur,  national  military  power,  or  cultural  achievement 
require  more  effort  than  individual  citizens  will  voluntarily  give  to  them. 
Factual  judgement:  Dictatorship  is  a means  of  requiring  the  people  to  serve 
the  goals  of  the  state. 

Conclusion:  Dictatorship  is  desirable. 
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)2.  Value  judgement;  A system  of  government  should  recognize  and  allow  for 
;the  main  facts  of  human  nature  and  human  ability. 

jFactual  judgement:  Just  as  most  people  are  unfit  for  such  demanding  occu- 
jpations  as  medicine  or  ballet-dancing,  so  most  people  are  unfit  to  govern 
jthemselves.  Only  a few  people  are  sufficiently  intelligent  and  energetic  to  rule. 
Conclusion:  Dictatorship  is  desirable. 

3.  Value  judgement:  The  collective  welfare  of  the  society  must  prevail  over 
the  privileges  of  any  individual,  whenever  the  two  conflict. 

Factual  judgement:  Unless  people’s  beliefs  and  actions  are  controlled  within 
fairly  narrow  limits,  social  organization  will  break  down. 

Conclusion:  Dictatorship  is  desirable. 

A Model  Dictatorship 

IWe  may  identify  three  main  kinds  of  dictatorships:  rule  by  one  man,  or 
'(lutocracy,  rule  by  a few  men,  or  oligarchy,  and  rule  by  a majority  without 
jrespecting  minority  rights,  or  majority  tyranny.  Certain  basic  principles  are 
icommon  to  all  three  kinds  of  dictatorship.  One  way  of  coming  to  understand 
[these  basic  principles  is  to  follow  the  same  procedure  we  used  when  we  began 
[to  investigate  the  essentials  of  democracy,  that  is,  to  build  a model, 
l^n  a model  dictatorship  all  public  decisions  would  be  made  by  the  elite. 
;Usually  the  elite  would  be  a minority  of  the  population,  so  that  the  dictator- 
ship would  not  follow  the  democratic  principle  of  majority  rule.  In  some  cases, 
■however,  the  elite  might  contain  a majority  of  the  population.  We  can  say, 
khen,  that  dictatorship  is  usually,  but  not  necessarily,  opposed  to  majority  rule. 
I The  other  main  feature  of  a model  dictatorship  is  that  it  involves  no  respect 
'for  the  rights  of  individuals  and  groups  which  are  not  part  of  the  elite.  There 
iis  no  place  for  freedom  of  speech  and  assembly,  or  for  political  and  legal 
equality.  Dictatorship  is  based  on  the  assumption  that  only  the  members  of 
the  elite  have  anything  useful  to  contribute  to  the  political  life  of  the  com- 
munity. Hence  it  would  be  both  wasteful  and  wrong  to  allow  the  masses  a 
voice  in  public  affairs. 

Model  democracy  and  model  dictatorship  are  in  sharp  contrast.  Model 
democracy  involves  political  equality  and  political  competition.  Model 
dictatorship  involves  political  inequality  and  absence  of  political  competition. 
The  fundamental  feature  of  a model  democracy  is  that  everyone  has  an  equal 
voice  in  the  competition  to  decide  public  policy.  Dictatorship  contains  the 
[basic  feature  that  some  people  are  unequal  to  others  and  may  not  compete 
!|with  their  rulers. 


[Techniques  of  Dictatorship  — Force 


{When  we  examined  the  essentials  of  democracy  we  discovered  that  “real- 
world  democracies”  differed  from  our  model  democracy  in  several  respects. 
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The  same  is  true  of  dictatorships.  “Pure  dictatorship”  would  be  at  least  as 
impracticable  as  “pure  democracy”.  The  main  reason  why  our  model  dictator- 
ship would  be  unworkable  in  practice  is  that  the  rest  of  the  citizens  would  not 
willingly  accept  all  of  the  decisions  made  by  the  elite.  Most  people  don’t  mind 
being  bossed  around  some  of  the  time,  but  no  one  wants  to  be  bossed  around 
all  of  the  time. 

Consequently,  “real-world  dictatorships”  must  find  ways  of  securing  the 
obedience  of  the  citizens  who  are  not  members  of  the  elite.  One  way  in  which 
dictators  often  secure  the  obedience  of  those  they  rule  is  by  the  threat  or  actual 
application  of  physical  force.  Of  course,  all  governments  threaten  to  use,  and 
sometimes  do  use,  force.  But  non-dictatorial  governments  employ  force  only 
to  prevent  or  punish  clear  breaches  of  the  law.  Dictatorships,  on  the  other 
hand,  tend  to  use  force  regularly  in  order  to  suppress  all  opposition  to  the 
regime  in  power.  Thus,  a large  and  aggressive  secret  political  police  has  come 
to  be  one  of  the  characteristics  of  a dictatorship.  Sometimes,  indeed,  dictator- 
ships are  not  satisfied  merely  to  suppress  actual  opposition  to  their  regime, 
and  they  begin  to  worry  about  potential  opposition  as  well.  That  is,  not 
content  with  silencing  those  who  actually  do  oppose  the  elite,  they  try  to 
silence  also  those  who  might  oppose  the  elite  at  some  future  date.  The  main 
technique  for  silencing  potential  opposition  by  force  is  “terror”.  In  a political 
terror  agents  of  the  government  arrest,  detain,  punish,  and  sometimes 
“liquidate”,  without  a trial,  and  even  without  any  previous  warning,  men 
and  women  whom  they  regard  as  “unreliable”.  The  purpose  of  terror  is  not 


Some  heads  of  government  have  sought  to  strengthen  their  popular  support 
by  claiming  divine  right  to  rule  or  even  by  claiming  to  be  gods.  Augustus 
Caesar  and  Charles  I are  only  two  examples. 
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only  to  silence  people  who  are  unpopular  with  the  rulers  but  also  to  throw 
;fear  into  the  heart  of  anyone  who  might  try  to  oppose  the  rulers  in  the  future. 

! Although  all  dictatorships  use  force,  and  sometimes  even  terror,  at  least 
■from  time  to  time,  widespread  use  of  force  has  certain  drawbacks  as  a means 
|of  securing  obedience.  In  the  first  place,  it  is  very  expensive  in  terms  of  time, 
personnel,  and  other  resources.  It  is  cheaper,  if  not  easier,  to  secure  the 
willing  obedience  of  men  than  to  spend  the  time  and  money  required  to 
' frighten  them  into  obedience.  And  secondly,  force  alone  is  not  sufficient  to 
fsecure  obedience.  Just  as  a school-yard  bully  could  not  succeed  if  all  his 
i {victims  ganged  up  on  him,  so  a dictator  could  not  succeed  if  all  his  subjects 
{opposed  him.  Everyone  who  imposes  himself  upon  others  needs  some 
jsupport— or  at  least  acquiescence— from  those  he  imposes  upon.  The  greater 
the  support  or  acquiescence,  the  easier  it  is  to  impose.  At  the  very  least,  it  is . 
^essential  for  a dictator  to  maintain  the  support  of  enough  henchmen  to  help 
{him  keep  the  masses  in  line.  In  summary,  rule  by  force  alone  is  not  only 
ijundesirable  from  the  standpoint  of  a dictator  (because  it  is  so  expensive), 
,'it  is  also  impossible  (because  no  one  man,  or  group  of  men,  can  rule  others 
.without  some  agreement  from  the  latter). 

Techniques  of  Dictatorship  — Indoctrination,  and  Direction  of 
Popular  Discontent 

jAs  a result  of  the  inadequacy  of  force  alone  as  a means  of  securing  obedience, 
all  “real-world  dictatorships”  use  a variety  of  techniques  to  induce  voluntary 
{obedience.  One  of  the  most  important  of  these  techniques  is  indoctrination. 
Of  course,  indoctrination  goes  on  in  all  political  systems,  but  in  dictatorships 
it  tends  to  be  controlled  by  the  government.  For  example,  dictatorships 
almost  always  control  the  means  of  mass  communication— radio,  television, 
newspapers,  magazines,  books,  and  even  billboards.  Instead  of  permitting 
several  viewpoints  to  be  presented,  the  mass  media  in  a dictatorship  present 
only  the  viewpoint  of  the  rulers.  No  effort  is  spared  to  make  the  people 
believe  that  the  rulers  are  kind,  just,  and  interested  only  in  the  welfare  of 
those  they  rule.  Another  important  area  of  indoctrination  is  the  educational 
system.  Instead  of  being  guided  in  a search  for  truth  and  right,  students  in  a 
dictatorship  are  bombarded  from  the  earliest  grades  with  political  propa- 
ganda favouring  the  regime  in  power.  And  the  same  sort  of  thing  goes  on  in 
youth  groups,  labour  unions,  social  clubs,  and  every  other  sort  of  organiza- 
tion. Every  effort  is  made  to  convince  the  public  of  the  wisdom  and  benevo- 
lence of  their  rulers. 

But  it  is  impossible,  short  of  complete  brain-washing,  to  remove  all  of  the 
I grievances  of  the  subjects  of  a dictatorship.  Even  the  most  thorough  system 
of  indoctrination  will  leave  the  people  with  some  dissatisfactions,  and  there- 
fore some  potential  opposition  to  the  elite  is  present  in  every  dictatorship. 
Since  they  know  they  cannot  remove  them  entirely,  dictators  almost  always 
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try  to  direct  popular  dissatisfactions  into  harmless  channels.  Several  tech- 
niques are  available  for  this  purpose,  but  the  one  that  is  most  popular  with 
dictators  is  that  of  building  up  hatred  against  real  or  imaginary  enemies, 
either  within  the  state  or  outside  it.  The  theory  behind  this  device  is  that  as 
long  as  the  people  are  busy  hating  real  or  imaginary  enemies,  they  will 
not  blame  their  rulers  for  their  dissatisfactions.  This  was  the  strategy  used 
by  the  Nazis  when  they  blamed  all  the  problems  of  Germany  on  Jews  and 
communists. 


•f'  Techniques  of  Dictatorship  — Controlled  Participation 

Oso  far  we  have  discussed  three  main  ways  in  which  dictators  try  to  ensure  the 
obedience  of  their  subjects;  force,  and  the  threat  of  force;  indoctrination;  and 
the  direction  of  popular  grievances  away  from  the  regime  and  into  other 
channels.  But  powerful  as  they  are,  these  three  techniques  are  not  enough. 
Those  who  are  not  members  of  the  elite  usually  wish  to  feel  that  they  have 
some  voice  in  the  government.  It  is  in  the  interest  of  the  rulers  to  allow  those 
whom  they  rule  to  have  such  a voice,  for  that  keeps  down  popular  discontent 
and  thereby  safeguards  the  position  of  the  rulers.  But  it  is  against  the  rulers’ 
interest  to  allow  the  people  to  speak  too  loudly  or  too  often,  for  that  might 
endanger  the  position  of  the  government.  What  the  successful  dictator  must 
do,  therefore,  is  to  give  the  people  the  appearance  of  a voice  in  the  govern- 
ment, but  without  giving  them  a real  voice.  Let  us  consider  two  common 
examples  of  this  sort  of  “controlled  participation”. 

Dictatorships  often  hold  elections,  just  as  democracies  do,  thereby  giving 
the  people  a sense  of  participation  in  government.  However,  since  political 
competition  is  inconsistent  with  dictatorship,  the  elite  makes  very  sure  that 
every  election  turns  out  the  way  it  wishes.  It  does  this  in  either,  or  both,  of 
two  ways.  It  may  allow  only  elite  candidates  a place  on  the  ballot,  thereby 
ensuring  that  no  opponents  of  the  regime  have  a chance  of  winning.  Or  it 
may  require  that  votes  be  cast  publicly,  while  leaving  no  one  in  doubt  that 
it  would  prove  unhealthy  to  cast  a vote  against  the  regime.  Either  way,  the 
people  have  some  sense  of  participating  in  government,  but  they  have  no 
real  voice. 

Another  common,  but  important,  example  of  “controlled  participation” 
is  the  “one-party  monopoly”.  In  most  dictatorships  only  one  political  party 
is  allowed  to  exist.  Naturally,  this  means  that  the  members  of  the  one  party 
secure  all  the  positions  of  power  in  the  government.  The  single  party  is  the 
only  route  to  political  power.  Now  the  members  of  the  elite  are  in  a position 
to  decide  not  only  who  may  join  the  party,  but  also  how  high  up  in  the  party 
any  member  may  rise.  Thus,  the  elite  can  allow  ordinary  citizens  to  partici- 
pate in  the  less  important  party  jobs,  while  reserving  the  positions  of  real 
power  and  the  government  offices  for  its  own  members.  In  this  way  the 
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dictators  have  their  cake  and  eat  it  too— they  allow  ordinary  citizens  to 
[participate,  but  harmlessly  and  ineffectually. 


I^lodel  and  Actual  Dictatorship 

[Just  as  representative  democracies  differ  from  “pure  democracy”,  so  “real- 
i^orld  dictatorships”  differ  from  “pure  dictatorship”.  But  although  there 
|kre  differences  between  real  dictatorships  and  our  model  dictatorship,  there 
iare  also  similarities.  Real  dictatorships  are  based  on  political  inequality  and 
||ack  of  political  competition,  just  as  our  model  is.  Moreover,  like  democracies, 
Iflictatorships  may  change  with  time.  For  example,  the  Soviet  Union  became 
ijnore  dictatorial  under  Stalin  than  it  had  been  under  Lenin,  and  it  became 
less  dictatorial  again  under  Khrushchev  than  it  had  been  under  Stalin.  Of 
(course,  some  political  systems  (like  the  Soviet  Union  and  South  Africa)  are 
(more  dictatorial  than  others  (like  Brazil  and  Zambia).  In  short,  although  no 
il‘real-world  dictatorships”  are  exactly  like  our  model  dictatorship,  some  are 
{more  like  it  than  others,  and  political  systems  may  become  more,  or  less, 
{dictatorial  with  time. 


Summary 


Dictatorship  is  government  by  an  elite  with  no  respect  for  the  rights  of  non- 
\^Hte  individuals  or  groups.  In  other  words,  dictatorship  is  based  upon 
(political  inequality  and  absence  of  political  competition. 

I{  Our  model  dictatorship  could  not  work  in  practice,  because  no  elite  could 
jpount  on  the  willing  obedience  of  all  its  subjects.  Real  dictatorships  must 
therefore  take  steps  to  secure  the  obedience  of  the  subjects. 

Four  main  techniques  used  by  dictators  to  secure  the  obedience  of  those 
|who  are  not  members  of  the  elite  are:  force,  and  the  threat  of  force;  indoctri- 
nation; the  direction  of  popular  grievances  away  from  the  regime  into  other 
[bhannels;  and  “controlled  participation”. 

j Although  there  is  no  such  thing  as  a “pure”  dictatorship,  some  political 
kystems  are  more  dictatorial  than  others,  and  political  systems  may  become 
hiore,  or  less,  dictatorial  with  time. 


IQi 


uestions  for  Discussion 


Many  people  think  that  it  is  necessary,  even  in  a relatively  democratic  society, 
to  have  some  relatively  dictatorial  institutions  (e.g.,  business  firms,  families, 
public  schools).  Do  you  agree? 


2.  “It  makes  sense  to  leave  medicine  to  expert  doctors,  sailing  to  expert  sailors, 
and  hair-cutting  to  expert  beauticians  and  barbers.  Similarly,  it  makes  sense  to 
leave  governing  to  expert  governors.  Dictatorship  recognizes  this  fact,  but 
democracy  doesn’t.”  Do  you  agree? 
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3.  Some  people  think  that  it  is  always  right  to  obey  the  laws  made  by  a democratic 
government  and  always  wrong  to  obey  the  laws  made  by  a dictatorial  govern- 
ment. Do  you  agree? 

4.  The  running  of  a school  (its  “government”)  is  in  the  hands  of  the  teachers  and 
principal  (an  "‘elite").  Discuss  similarities  and  differences  between  techniques 
of  dictatorship  and  techniques  of  school  administration. 


READING  NUMBER  THREE:  GOVERNMENT  OF  THE  USSR 


The  Soviet  system  of  government  is  a dictatorship,  because  in  the  Soviet 
Union  an  elite  has  all-embracing  political  power.  The  elite  is  to  be  found 
among  the  members  of  the  Communist  Party.  There  were  12  million  party 
members  in  1965,  out  of  a total  population  of  230  million.  That  the  system  is 
a dictatorship  is  the  accepted  notion  in  Soviet  political  philosophy.  The 
ideology  justifying  the  dictatorship  is  expressed  in  the  Communist  Manifesto, 
written  by  Karl  Marx  and  Friedrich  Engels  in  1848,  where  it  is  stated  that  the 
communists  are  “the  most  advanced  and  resolute  section  of  the  working-class 
parties”  and  that  they  are  the  only  people  within  the  great  mass  of  the 
proletariat  who  “clearly  understand  the  line  of  march,  the  conditions,  and 
the  ultimate  general  results  of  the  proletarian  movement”.  The  unrestricted 
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I 

||  power  of  the  party  is  explicitly  acknowledged  by  the  Soviet  constitution 
(article  126)  and  by  the  Program  of  the  Communist  Party. 

I Being  convinced  of  its  own  superior  understanding  and  resolve,  the  Soviet 
Communist  Party  rejects  the  idea  that  other  parts  of  the  population  should 
I participate  in  political  decision-making.  Other  political  parties  or  organiza- 
tions are  not  allowed  to  exist.  The  Soviet  system  of  government  is  a one- 
I party  system. 

The  Soviet  system  does  incorporate  a number  of  the  democratic  forms  of 
Western  democracies.  For  instance,  the  Supreme  Soviet  is  similar  in  form  to 
traditional  Western  parliaments.  But  totalitarian  controls  prevent  these 
democratic  forms  from  functioning  on  democratic  principles.  To  describe  the 
Soviet  system  we  have  to  consider  both  the  formal  structure  of  the  govern- 
iment  and  how  the  government  functions. 

! 

ji  Soviet  Federalism 

The  Soviet  Union  contains  many  nationalities  speaking  different  languages. 
The  Russian  nationality  is  dominant,  being  more  numerous  than  all  the 
others  combined.  Most  of  the  non-Russian  nationalities  were  conquered  by 
j;the  old  Tsarist  Russian  state.  After  the  fall  of  the  Tsarist  regime  in  1917  the 
Targer  nations  declared  their  own  independent  statehood.  The  Communist 
government  forced  some  of  them  into  the  federation— the  Union  of  Soviet 
Socialist  Republics,  or  Soviet  Union— established  in  1924.  The  federal  struc- 
ture of  the  Soviet  government  is  a compromise  between  the  centuries-old 
Russian  ambition  to  absorb  the  other  nationalities  and  the  equally  old  desire 
of  the  larger  non-Russian  nationalities  for  independent  statehood. 

(^^The  Soviet  Union  consists  of  fifteen  Union  Republics.  These  are  unlike 
Canadian  provinces  (except  Quebec)  or  American  states,  in  that  each  has  its 
own  language,  distinct  culture,  and  long  history.  In  deference  to  these  facts, 
each  is  formally  recognized  in  the  constitution  as  an  independent  nation  with 
the  right  to  secede  from  the  Union.  Each  has  its  own  constitution,  govern- 
;ment,  and  official  language,  and  its  own  foreign  ministry  and  ministry  of 
? defence.  Two  of  the  Union  Republics  (Belorussia  and  Ukraine)  are  permanent 
■members  of  the  United  Nations  with  their  own  delegations, 
j;  Contained  in  the  Union  Republics  are  twenty  Autonomous  Republics, 

1 eight  Autonomous  Regions,  and  ten  National  Districts.  These  are  areas  where 
i particular  smaller  nationalities  are  concentrated.  The  Autonomous  Republics 
j have  a more  limited  autonomy  than  do  the  Union  Republics,  and  their 
! population  is  often  mixed  with  a large  and  dominant  Russian  population. 

I Autonomous  Regions  and  National  Districts  are  areas  containing  very  small 
I national  groups  of  less  than  100,000  people.  They  enjoy  a kind  of  cultural 
I and  linguistic  autonomy  only. 

I In  practice,  the  Union  Republics  have  sovereignty  only  with  respect  to 
i local  affairs,  for  they  lack  what  we  will  see  to  be  the  real  instrument  of  power. 
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an  independent  party  organization.  The  federation  is  dominated  by  Russia 
(the  Russian  Soviet  Federated  Socialist  Republic,  or  RSFSR).  While  Russia  is 
formally  only  one  of  fifteen  equal  Union  Republics,  it  is  by  far  the  largest 
! (almost  twice  the  area  of  the  continental  United  States)  and  the  most  popu- 
lous. Also,  the  dominance  of  the  Russian  language  through  the  federation 
t places  the  Russian-born  citizen  in  a favourable  position. 

Conflicts  of  nationality  have  not  been  eliminated  in  the  USSR.  However, 
I the  leaders  of  the  Soviet  state  have  succeeded  in  keeping  them  beneath  the 
' surface  of  political  issues.  They  try  not  to  ignore  national  characteristics  and 
j sensitivities,  but  they  avoid  emphasizing  them.  Soviet  leaders  frequently 
repeat  their  postulate  that  in  a socialist  society  conflicts  between  nationalities, 
or  even  differences  of  nationality,  will  disappear.  The  minorities  resist  the 
1 latter  idea,  realizing  that  in  a “melting  pot”  the  majority  Russian  nationality 
i would  prevail  over  their  own. 


The  Soviet  Constitution 

According  to  the  _^classical  Marxian  view,  the  state  and  government  are 
merely  devices  to  aid  the  dominant  economic  class  in  its  exploitation  of  other 
classes.  Consequently,  the  state  is  expected  to  wither  away  when  the  class 
struggle  is  ended  by  the  victory  of  the  proletariat  and  the  arrival  of  the  final 
communist  society.  While  the  Soviet  leaders  subscribe  to  this  view,  they  do 
have  a state.  Their  doctrine  is  that,  while  the  state  is  indeed  a temporary 
institution,  it  is  still  necessary  in  the  Soviet  Union  until  the  transition  from 
socialism  to  communism  is  completed  domestically  and  until  the  external 
threat  from  capitalist  countries  has  disappeared. 

The  Russian  communists  adopted  their  first  state  constitution  in  1918.  It 
was  amended  in  1924,  when  the  USSR  was  established,  and  again  in  1936 
under  Stalin.  The  main  feature  of  the  Soviet  constitution  is  the  abolition  of 
private  ownership  in  industry,  finance,  means  of  communications,  and 
agriculture.  The  Soviet  state  is  declared  to  be  the  “dictatorship  of  the  prole- 
tariat”, based  on  a system  of  soviets  (councils).  Initially,  local  soviets  were 
elected  in  the  factories,  armed  forces,  and  villages,  and  not  in  general  elec- 
tions. At  that  time  the  franchise  was  restricted  to  workers  and  pauperised 
peasants.  General  elections  with  universal  suffrage  were  introduced  by  the 
Stalin  constitution  of  1936. 

The  formal  structure  of  the  Soviet  government  is  somewhat  similar  in 
outline  to  that  of  Canada,  both  being  federal  systems.  Canada  has  elected 
legislatures  at  three  levels,  municipal,  provincial,  and  national.  The  Soviet 
Union  has  soviets  at  four  levels,  shown  in  Figure  10.  Parallel  to  our  federal 
Parliament  is  the  Supreme  Soviet.  It  consists  of  two  chambers,  the  Soviet 
of  the  Union  and  the  Soviet  of  Nationalities.  The  Soviet  of  the  Union  provides 
representation  by  population,  with  one  deputy  for  each  300,000  people.  The 
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Soviet  of  Nationalities  reflects  the  federal  structure  of  the  state,  with  thirty- 
two  deputies  from  each  Union  Republic  and  smaller  specific  numbers 
of  deputies  from  each  Autonomous  Republic,  Autonomous  Region,  and 
National  District. 

The  Supreme  Soviet  has  a Presidium  of  thirty-three  members.  This  body  is 
a kind  of  collective  head  of  state.  It  has  no  near  Canadian  parallel,  except 
that  the  President  of  the  Presidium  is  the  head  of  state  for  ceremonial  pur- 
poses in  about  the  same  way  that  our  Governor  General  is  the  symbolic 
head  of  Canada. 

The  Supreme  Soviet  elects  a Council  of  Ministers.  This  group  is  parallel  to 
our  federal  cabinet,  but  is  much  larger,  having  over  seventy  members.  It  is 
headed  by  a smaller  group  or  inner  cabinet.  The  chairman  of  the  Council  of 
Ministers  is  the  Premier  of  the  USSR,  formally  equivalent  to  our  Prime 
Minister. 

The  Council  of  Ministers  heads  the  government  administration.  There  are 
numerous  ministries,  for  various  particular  economic,  social,  political,  mili- 
tary, and  cultural  affairs.  In  the  next  part  of  this  chapter  we  will  see  more  of 
one  of  these  ministries,  the  State  Planning  Commission. 

A similar  government  structure  exists  at  the  lower  levels.  In  each  republic 
there  is  a Republic  Soviet  with  its  own  Presidium  and  Council  of  Ministers. 
Below  these  are  the  regional,  city  and  district,  and  village  soviets,  each  with 
an  executive  committee. 

The  Communist  Party 

The  Communist  Party  is  the  core  of  the  Soviet  system  of  government.  It  is 
hardly  a political  party  in  our  usual  sense,  being  different  from  democratic 
political  parties  in  at  least  three  respects. 

For  one  thing,  there  is  a difference  in  the  justification  for  being  in  power. 
In  a democracy  we  say  that  a party  is  entitled  to  be  in  power  because  it  has 
won  the  last  election  and  therefore  best  reflects  the  will  of  the  people.  Under 
Marxian  theory,  the  Communist  Party  is  entitled  to  power  because  sover- 
eignty lies  with  the  proletariat,  and  only  the  Communist  Party  understands 
the  true  will  of  the  proletariat. 

For  another  thing,  membership  in  the  Communist  Party  is  not  open  to  all. 
It  is  obtained  only  through  an  involved  process  of  recommendations  during 
probationary  years.  At  one  time  membership  was  reserved  to  proletarians, 
i.e.,  industrial  workers  and  the  poorer  peasants,  but  now  it  is  formally  open 
to  all.  The  social  composition  of  the  party  in  1961  was  34.5  per  cent  workers, 

17.5  per  cent  peasants,  and  48.0  per  cent  employees  (white-collar  workers). 
The  majority  of  party  members  are  Russian— 63.3  per  cent  in  1961.  (The  per- 
centage of  Russians  in  the  population  of  the  USSR  was  at  the  same  time 

54.5  per  cent.) 

Thirdly,  party  membership  involves  a special  status.  Almost  all  the  leading 


Figure  10 

Structure  of  the  Soviet  Government  and  the  Communist  Party 
(arrows  indicate  formal  appointment  or  election) 
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offices  in  government  or  other  organizations  are  occupied  by  party  members. 
Membership  in  the  party  has  been  a necessary  condition  for  a successful 
career  in  most  fields.  Most  prominent  scientists,  writers,  film  stars,  or  hockey 
and  football  players  are  granted  membership  in  honour  of  their  achievements. 
Party  membership  involves  not  only  status  but  obligation.  The  member  is 
subjected  to  an  army-like  discipline.  He  is  registered  in  one  of  the  nearly 
300,000  “primary  organizations”,  and  is  under  continuous  observation  in 
both  his  private  and  his  public  life. 

Organization  of  the  Party 

A short  description  of  Canadian  government  might  contain  little  or  nothing 
about  the  internal  organization  of  our  political  parties.  However,  even  a 
short  description  of  Soviet  government  must  cover  the  organization  of  the 
Communist  Party.  In  Canada  the  parties  may  alternate  in  control  of  the 
government,  and  are  organized  mainly  to  fight  elections.  In  the  Soviet  Union, 
the  Communist  Party  is  permanently  in  power,  and  is  organized  mainly  to 
run  the  country. 

The  highest  organ  of  the  party  is  the  Politburo,  analogous  to  the  national 
executive  of  a Canadian  party.  It  has  eighteen  members,  including  the  top 
leaders  of  the  Soviet  Union.  Among  these  are  the  First  Secretary  of  the  party, 
the  Premier  of  the  Soviet  Union,  and  the  President  of  the  Soviet  Union. 
The  President  has  already  been  described  as  the  ceremonial  head  of  state. 
(Podgorny  became  President  in  1965.)  The  Premier  has  already  been  described 
as  the  highest  officer  in  the  government.  (The  Premiers  have  been:  Lenin 
until  1924,  Rykov  1924-30,  Molotov  1930-39,  Stalin  1939-53,  Malenkov 
1953-55,  Bulganin  1955-58,  and  Khrushchev  1958-64.  Kosygin  gained  the 
office  in  October  1964.)  The  First  Secretary  of  the  party  is  in  fact  the  most 
powerful  official  in  the  nation,  because  he  is  leader  of  the  governing  party. 
(Stalin  was  First  Secretary  until  1953,  Malenkov  in  1953,  and  Khrushchev 
from  1953  to  1964.  Brezhnev  became  First  Secretary  in  October  1964.)  It  is  as 
if,  in  Canada,  the  national  secretary  of  the  party  in  power  were  as  well  known 
as  and  often  more  powerful  than  the  Prime  Minister,  and  indeed  sometimes 
took  it  upon  himself  to  be  Prime  Minister  as  well. 

The  Secretariat  is  the  heart  of  the  administrative  apparatus  of  the  party. 
Its  members  are  the  First  Secretary  and  ten  other  secretaries,  most  of  whom 
are  also  in  the  Politburo.  The  secretaries  head  a number  of  departments  such 
as  Foreign  Relations,  Propaganda  and  Agitation,  Finance,  Agriculture, 
Heavy  Industry,  Higher  Education,  and  others.  In  addition,  there  are  a 
number  of  departments  for  internal  party  work  such  as  Party  Organs, 
Records,  Trade  Unions,  Komsomol,  and  Soviets.  The  departments  contain 
the  experts  and  administrators  who  supply  expert  advice  to  the  Politburo  and 
carry  out  its  decisions.  Remember  that  these  are  party  departments,  distinct 
from  government  ministries. 
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[ Formally,  the  Politburo  and  the  Secretariat  (and  the  Party  Control  Com- 
nittee,  which  is  in  charge  of  discipline  of  party  members)  are  organized  and 
;ppointed  by  the  Central  Committee  of  the  party.  The  Central  Committee  in 
brn  is  formally  elected  by  the  All-Union  Party  Congress.  The  Party  Congress 
s a very  large  body,  composed  of  delegates  elected  by  the  regional  and 
epublican  levels  of  the  party.  It  meets  every  four  years.  It  is,  again  formally, 
be  highest  institution  in  the  party.  In  practice,  the  Politburo  and  Secretariat 
[(elect  the  members ‘of  the  Central  Committee  as  well  as  of  other  institutions 
])f  the  party,  and  these  selections  are  unanimously  approved  by  the  Congress. 
||  So  far  we  have  described  the  main  parts  of  the  central  organization  of  the 
barty.  Below  these  are  the  party  organizations  at  the  republican  and  regional 
I'evels  with  their  own  committees,  presidiums,  and  secretariats.  Below  these 
n turn  are  the  city  and  district  organizations;  and  below  city  and  district  are 
[he  primary  organizations  formerly  called  cells.  At  each  level  the  party 
Organization  is  headed  by  a First  Secretary  formally  elected  by  a committee 
but  in  fact  appointed  by  higher  party  authority  under  the  ultimate  control 
ibf  the  Secretariat  in  Moscow. 

I 

Ifhe  Party  and  the  Government 

j\n  election  in  the  USSR  is  very  different  from  one  in  a Western  democracy. 
jThere  is  on  the  ballot  only  one  candidate  for  each  office,  a candidate  nomi- 
nated by  the  party.  The  voter  can  protest  by  staying  away  from  the  polls,  but 
“his  identifies  him  as  possibly  disloyal.  Or  he  can  protest  by  not  marking  his 
{[jallot  at  all  or  by  scratching  out  candidates’  names.  Private  polling  booths 
fere  available,  but  most  voters  prefer  to  mark  their  ballots  openly  to  avoid 
jbeing  suspected  of  a negative  vote.  In  an  election,  over  99  per  cent  of  the 
llv'oters  turn  out,  and  over  99  per  cent  of  the  votes  are  for  the  candidates. 

I An  election  conducted  in  such  a manner  and  yielding  such  results  looks 
Hdiculous  to  democratic  eyes.  It  cannot  possibly  do  the  one  thing  that  we 
pgard  as  the  central  purpose  of  an  election— give  the  electorate  a chance  to 
|decide  which  party  will  have  power.  However,  it  has  its  uses  for  the  Soviet 
.regime.  The  election  campaign  is  an  opportunity  for  publicity  and  propa- 
ganda. Apathetic  or  unco-operative  citizens  may  be  discovered  through  their 
behaviour  on  election  day.  The  election  may  give  the  general  populace  some 
Sense  of  participation  in  government,  although  the  “controlled  participation” 
|lis  too  obviously  controlled  to  be  very  convincing.  And  the  election  results  can 
jbe  used  in  propaganda  at  home  and  abroad  as  evidence  of  mass  support  for 
[[the  regime. 

’ This  tight  control  of  elections  ensures  party  control  of  all  the  soviets.  The 
Supreme  Soviet,  for  instance,  unanimously  ratifies  the  decisions  of  its  Pre- 
jsidium  and  Council  of  Ministers.  There  has  not  been  a single  “no”  vote  in 
the  Supreme  Soviet  since  Stalin  consolidated  his  power  in  1930. 

Party  control  of  the  executive  functions  of  government  is  assured,  since 
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The  arts  in  the  Soviet  Union  are  expected  to  support  the  official  ideology. 
Hence,  workers  are  a favourite  subject  for  paintings.  This  picture  is  of  a 
painting  called  '^On  Watch  of  Peace”,  by  I.  I.  Tartakovsky. 


the  soviets  can  be  relied  upon  to  vote  for  party  nominees  to  executive  posi- 
tions. Members  of  the  central  Politburo  hold  the  dominant  positions  in  the 
Presidium  and  Council  of  Ministers.  Similarly  the  executive  in  each  other 
level  of  government  is  dominated  by  party  men  from  the  corresponding  levels 
of  the  party  structure.  Government  ministries  are  party-controlled  not  only 
through  this  appointment  of  party  men  to  head  them  but  also  by  so-called 
“party  groups”  maintained  by  the  Party  Secretariat  at  key  points  within 
the  ministries. 

The  party  also  controls  appointments  to  the  judiciary.  For  instance,  the 
Supreme  Court  is  elected  by  the  Supreme  Soviet,  which  accepts  party 
nominees. 

The  firm  control  of  the  government  by  the  party  requires  that  the  structures 
of  party  and  government  be  parallel,  so  that  there  will  be  a party  organization 
corresponding  to  nearly  every  part  of  the  government.  This  parallelism  can 
be  seen  clearly  in  the  simplified  organization  charts  in  Figure  10. 

The  Party  and  the  People 

While  assured  of  control  of  all  parts  of  the  government,  the  leaders  of  the 
Soviet  Union  must  also  seek  the  support  of  the  general  population.  Stalin 
made  effective  use  of  force  and  terror  in  suppressing  opposition,  but  these 


! The  press  in  the  Soviet  Union  does 
not  criticize  the  Party  or  the  higher 
levels  of  government,  but  the  re- 
gime does  use  the  press  to  criticize 
i shortcomings  of  producers  and 
administrators.  This  cartoon  from 
the  weekly  humour  magazine 
Crocodile  is  aimed  at  people  who 
; become  self-important  in  positions 
f of  petty  authority.  The  caption 
I means,  "When  you  take  on  res- 
j ponsibilities  next  time,  don’t  shout 
I so  much  and  don’t  beat  your 


chest  . . .”. 
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techniques  have  been  much  more  sparingly  applied  since  his  death.  Propa- 
ganda and  indoctrination  are  used  extensively.  Marxian  theory  is  a powerful 
I tool  for  these  purposes.  It  can  be  put  into  simple  or  elaborate  form  to  fit  the 
|i audience;  it  is  a sophisticated  and  persuasive  argument  that  history  itself  is 
Ion  the  side  of  the  Communist  Party;  and  it  provides  an  almost  religious 
vision  of  an  ideal  communist  society  as  a goal  toward  which  everyone  can 
'contribute  by  active  support  of  the  regime.  Many  millions  of  young  citizens 
jare  members  of  the  Komsomols  (for  ages  14  to  27),  the  Young  Pioneers 
;(9  to  15),  and  the  Little  Octobrists  (7  to  9),  organizations  somewhat  akin  to 
our  own  Boy  Scouts  and  Junior  Chamber  of  Commerce,  but  sponsored  and 
I controlled  by  the  party.  Through  its  control  of  the  government  the  party 
I controls  the  school  curriculum.  The  curriculum  gives  more  emphasis  than 
does  our  own  to  technical  and  scientific  subjects  in  which  political  questions 
do  not  arise,  but  the  social  studies  subjects  contain  much  Marxian  ideology. 
Only  a minority  of  the  teachers  are  party  members,  but  these  tend  to  have 
the  higher  positions  in  the  schools. 

I The  Soviet  regime  makes  effective  use  of  controlled  participation  in  gaining 
i popular  support.  While  the  people  (or  even  most  party  members)  have  no 
i way  of  exerting  an  influence  on  the  decisions  of  the  leaders,  they  are  given 
opportunities  and  incentives  to  join,  under  supervision,  in  carrying  out 
: the  decisions. 

The  regime  attempts  to  channel  grievances  and  discontent  away  from 
itself.  With  the  aid  of  Marxian  theory,  the  regime  is  able  to  present  the 
capitalist  countries  as  natural  enemies  whose  existence  makes  necessary  the 
I burden  of  armaments  and  prevents  a more  rapid  rise  in  living  standards. 

[ This  external  threat  is  also  used  to  reinforce  pleas  for  greater  loyalty  and  ever 
greater  effort  from  the  whole  population.  Lazy  and  careless  workers  within 
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the  country  are  also  officially  offered  as  objects  on  which  popular  discontent 
may  focus. 


Summary 

The  Soviet  Union  is  in  form  a federal  state.  The  federal  form  is  a concession 
to  important  national  minorities. 

The  formal  structure  of  the  government  is  broadly  similar  to  that  of 
Canada.  Local,  regional,  republican,  and  all-union  soviets  or  councils  are 
elected  by  universal  suffrage,  and  each  soviet  elects  its  executive  organs. 

The  functioning  of  the  government  is  rigorously  controlled  by  the  Com- 
munist Party,  through  its  control  of  general  elections  and  of  appointments 
to  executive  positions.  A large  and  well-disciplined  party  organization, 
parallel  to  the  government  structure,  maintains  this  control. 

The  party  seeks  and  widely  achieves  support  from  the  general  public 
by  various  means  including:  propaganda  based  on  the  powerful  ideology 
of  Marxism;  direction  of  popular  discontent  against  internal  or  external 
“enemies  of  socialism”;  and  the  encouragement  of  wide-spread  partici- 
pation in  the  carrying  out  of  party  policy.  Force  and  terror  remain  as  weapons 
against  opponents  of  the  party,  but  are  more  sparingly  used  than  in  Stalin’s 
time. 


Questions  for  Discussion 

1.  Both  Canada  and  the  Soviet  Union  are  federal  states  containing  different 
languages.  Soviet  leaders  have  kept  nationality  questions  below  the  surface  of 
political  issues,  but  in  Canada  nationality  questions  have  been  very  prominent 
political  issues.  Why  the  difference? 

2.  Each  Canadian  political  party  has  its  organization  which  has  to  perform  some 
of  the  same  functions  as  does  the  Communist  Party  in  the  USSR.  (Some  of  the 
functions  in  question  are  preparation  of  proposals  for  legislation,  choice  of 
candidates  for  election,  choice  of  party  leaders,  party  discipline,  choice  of  persons 
for  public  offices  when  the  party  is  in  power,  and  propagandizing.)  Find  out  how 
a Canadian  party  is  organized  and  compare  its  structure  and  functioning  with 
that  of  the  Communist  Party  in  the  USSR. 

3.  The  government  and  the  party  in  the  USSR  both  have  a very  complex  structure. 
(Complicated  as  it  is,  the  description  in  this  chapter  omits  many  important 
details.)  Why  are  they  so  complex?  Are  they  more  complex  than  comparable 
Canadian  arrangements? 
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READING  NUMBER  EOUR:  CENTRAL  PLANNING  IN  THE 

USSR 

jWe  have  defined  a public-enterprise  economy  as  one  in  which  all  productive 
: jproperty  is  owned  by  the  state.  The  Soviet  Union  and  some  other  nations  in 
; Europe  and  AsiaL  and  Cuba  in  North  America,  come  close  to  this  condition. 
Jn  these  countries  almost  all  land  and  capital  are  government-owned.  These 
■countries  call  their  economies  “socialist”.  We  frequently  call  them  “com- 
munist” or  “economies  of  the  Soviet  type”  to  distinguish  them  from  countries 
iwhich  have  adopted  only  some  socialist  measures  such  as  public  ownership 
!of  transportation.  This  section  outlines  the  main  features  of  the  economic 
system  of  the  USSR. 


jOrganization  of  the  Soviet  Economy 

The  Soviet  economy  somewhat  resembles  a gigantic  business  firjii-emploving 
millions  of  workers  and  producing  thousands  of  products.  Its  top  manage- 
ment  is  a^lmalEgToTp'orpofitical  leaders_of  the  Soviet  state  and  the  Com- 
mjMst  Party.  These  people  make  the  major  decisions  about  economic  policies. 

Below  this  policy-making  level  is  a group  of  agencies  whose  function  is  to 
spell  out  the  details  of  general  economic  policies,  to  advise  the  political 
leaders  about  economic  matters,  and  to  administer  the  system  of  economic 
■'planning.  Among  these  agencies  is  the  one  responsible  for  economic  planning. 
:'It  is  known  as  the  State  Planning  Commission  (or  Gosplan,  to  use  its  abbrevi- 
lated  Russian  name).  Among  various  other  agencies  on  this  level  are  the 
'Central  Statistical  Administration  and  the  State  Bank. 

In  addition  to  the  central  economic  authorities  in  Moscow,  there  are 
ji intermediate  authorities  in  the  various  republics,  regions,  and  cities. 
ly  The  basic  operating  unit  in  industry,  trade,  or  construction  is  the  enterprise 
l{zavod  in  Russian).  Its  counterpart  in  agriculture  is  the  state  farm  {sovkhoz). 
i' Managers  of  these  units  are  appointed  by  the  higher  economic  authorities  to 
whom  they  are  subordinate.  For  example,  the  director  of  a steel  mill  would 
: be  appointed  by  the  Ministry  of  Ferrous  Metallurgy  in  Moscow;  the  director 
of  a coal  mine  in  the  Ukraine  would  be  appointed  by  the  Ukrainian  Ministry 
of  the  Coal  Industry  in  Kiev;  and  the  manager  of  a department  store  in 
Odessa  would  be  appointed  by  the  trade  department  of  the  Odessa  Municipal 
- Soviet.  A collective  farm  {kolkhoz)  is  different,  being  nominally  a co-operative 
'managed  by  a chairman  who  is  formally  elected  by  the  members  of  the 
farm.  (The  collective  farms  are  more  numerous  than  the  state  farms.)  All 
these  appointments  and  elections  are  controlled  by  the  Communist  Party 
: organization. 


j,  * Albania,  Bulgaria,  Czechoslovakia,  East  Germany,  Hungary,  Poland,  Rumania,  Yugoslavia, 
1 Communist  China,  Outer  Mongolia,  North  Korea,  North  Viet  Nam. 
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Private  Enterprise  in  the  Soviet  Economy 

Agriculture  is  now  the  only  Soviet  industry  in  which  private  enterprise  is 
significant.  Private  enterprise  in  agriculture  takes  the  form  of  cultivation,  by 
members  of  collective  and  state  farms,  of  small  plots  of  land  surrounding 
their  houses.  On  this  land  the  peasants  are  permitted  to  keep  livestock  and 
to  grow  food  both  for  their  own  use  and  for  sale  in  the  only  free  markets  in 
the  Soviet  Union,  the  so-called  “collective  farm  markets”.  Collective  farm 
markets  are  located  in  all  Russian  towns  of  any  size.  Farm  products  sell  there 
at  prices  determined  by  supply  and  demand.  The  amount  of  land  allowed  to 
private  cultivation  is  very  small— only  about  2 per  cent  of  all  cultivated  land 
in  1962— but  this  private  sector  of  agriculture  produces  a large  portion  of 
the  nation’s  meat,  milk,  and  eggs. 

In  theory,  private  enterprise  is  also  permitted  in  service  industries,  pro- 
vided that  the  businessman  does  not  employ  any  labour  except  his  own  and 
does  not  sell  any  goods  produced  by  someone  else.  In  practice,  Soviet  author- 
ities discourage  private  enterprise  even  on  this  very  limited  basis,  and  very 
few  individual  enterprises  exist.  Some  private  enterprise  exists  illegally,  but 
the  penalties  are  severe.  The  Soviet  press  occasionally  reports  that  illegal 
businessmen  have  been  punished  with  death. 

Process  of  Central  Planning  ^ 

Soviet  planning  starts  with  basic  decisions  about  economic  policy  made  by 
the  political  leaders.  For  example,  the  1961  Program  of  the  Communist 
Party  of  the  Soviet  Union  stated: 

Electrification,  which  is  the  pivot  of  the  economic  construction  of  communist 
society,  plays  a key  role  in  the  development  of  all  economic  branches  and  in 
the  effecting  of  all  modern  technological  progress.  It  is  therefore  important  to 
ensure  the  priority  development  of  electric  power  output.  . . . The  annual  out- 
put of  electricity  must  be  brought  up  to  about  900,000-1 ,000,000  million  kwh 
by  the  end  of  the  first  decade  (1970)  and  to  2,700,000-3,000,000  million  kwh  by 
the  end  of  the  second  decade  (1980).  For  this  it  will  be  necessary  in  the 
course  of  20  years  to  increase  accordingly  the  installed  capacities  of  electric 
power  plants  and  to  build  hundreds  of  thousands  of  kilometers  of  high- 
tension  transmission  and  distribution  lines  throughout  the  country.^ 

Once  such  a decision  is  made,  Gosplan  takes  charge.  It  does  not  question 
the  wisdom  of  the  decision.C|ts  job  is  to  work  out  what  the  decision  means  to 
various  industries  and  enterprises.  How  does  it  go  about  it?  To  start  with, 
Gosplan  (which  is  a large  organization  employing  hundreds  of  economists, 
statisticians,  and  engineers)  has  a very  good  knowledge  of  the  Soviet  economy. 
It  constantly  adds  to  this  knowledge  information  provided  by  the  Central 
Statistical  Administration.  The  latter  collects  large  amounts  of  data  about 

' Program  of  the  Communist  Party  of  the  Soviet  Onion,  1961,  pp.  73-4. 
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I production,  labour,  machines,  natural  resources,  and  so  on.  Soviet  enter- 
prises may  not  keep  any  secrets  from  the  Statistical  Administration. 

The  1961  decision  to  increase  the  volume  of  electrical  power  production 
means  much  more  than  just  an  increase  of  the  “installed  capacity  of  electric 
power  plants  and  ...  of  high-tension  transmission  and  distribution  lines”. 
In  the  construction  of  power  plants  there  will  be  used  cement,  bricks,  struc- 
tural steel,  cranes,  earth-moving  machinery,  labour  of  different  skills,  and  so 
pn.  It  is  the  job  of  Gosplan  to  estimate  the  required  amounts  of  these  items, 
For  example,  the  requirement  for  cement  will  be  estimated  at  a certain 
number  of  tons.  Production  of  this  amount  of  cement  may  require  an  increase 
jin  the  capacity  of  the  cement  industry.  But  an  increase  in  this  capacity  would 
'require  more  bricks,  steel,  labour,  and  other  things  including  cement  itself. 
Gosplan  must  work  out  all  such  implications  of  the  economic  policies  decided 
Ion  by  the  political  leaders,  and  prepare  a set  of  targets  for  the  economy. 

II  Of  course,  resources  are  limited  in  the  Soviet  Union  as  everywhere.  Central 
jplanning  does  not  abolish  scarcity.  In  setting  up  targets  the  planners  must 
ibalance  demands  against  available  supplies.  If  they  failed  to  do  this,  some 
itargets  could  not  be  fulfilled.  This  would,  in  turn,  make  impossible  the 
fulfilment  of  other  targets,  and  so  on. 

j When  Gosplan  has  prepared  the  set  of  targets,  it  has  finished  only  a first 
[draft  of  the  plan.  The  next  step  is  to  break  the  plan  down  into  targets  for 
^individual  branches  of  the  economy.  For  example,  the  target  for  cement 
{'production  would  go  to  the  Ministry  of  the  Building  Materials  Industry. 
This  ministry  possesses  information  about  existing  cement  plants  throughout 
[the  country.  Its  job  is  to  break  down  the  total  target  for  cement  into  a number 
'of  sub-targets  and  to  assign  these  to  individual  cement  plants.  The  director 
|of  each  cement  plant  is  sent  the  target  for  his  plant.  He,  of  course,  knows  best 
jwhat  the  capacity  of  his  plant  is,  because  he  works  every  day  right  on  the 
|spot.  When  he  has  examined  the  target  assigned  to  his  plant,  he  may  see  that 
jit  cannot  be  fulfilled  unless  the  capacity  of  his  plant  is  increased.  It  is  his  job, 
therefore,  to  make  an  estimate  of  the  additional  labour,  machinery,  buildings, 
land  so  on,  that  he  will  need  to  fulfil  his  target. 

' All  directors  of  all  plants  examine  targets  assigned  to  them  and  make 
Ireports  about  their  needs  for  more  labour,  machines,  etc.,  to  their  ministries. 
The  ministry  passes  this  information  to  Gosplan.  Gosplan  then  makes 
adjustments  in  the  main  plan.  Some  targets  will  be  reduced  and  others 
increased.  Eventually  the  revised  plans  come  back  to  each  plant.  The  indi- 
vidual plant  then  sets  to  work  to  fulfil  them. 

Enough  has  been  said  about  Soviet  planning  to  show  that  the  Soviet 
^solution  of  the  problem,  “What  kinds  of  goods  are  to  be  produced  and  in 
iwhat  quantities?”  differs  considerably  from  the  solution  of  this  problem  in 
ja  market  economy.  There  has  so  far  been  no  mention  of  the  market,  of 
j prices,  or  of  “ruble  voting”. 
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Satire  in  Poland  tends  to  be  more  unrestrained  than  in  the  Soviet  Union.  The 
caption  of  this  cartoon  is:  "It  says  production  should  be  adjusted  to  market 

demand.” 

Role  of  Prices  in  the  Soviet  Economy^ 

Prices  and  the  market  play  a much  smaller  role  in  the  Soviet  Union  than  in  a 
country  like  Canada— a much  smaller  role  even  than  in  the  imaginary  planned 
economy  described  earlier. 

There  is  a need  for  some  sort  of  prices,  if  only  for  book-keeping  purposes. 
Soviet  prices  are  not  established  by  supply  and  demand  in  free  markets;  they 
are  decreed  by  the  government.  For  example,  in  determining  the  price  of 
cement,  the  Ministry  of  Building  Materials  would  compute  an  average  of 
the  production  costs  per  ton  of  cement  of  the  many  plants  under  its  jurisdic- 
tion, taking  into  account  labour  costs,  depreciation  allowances,  raw  materials, 
and  various  overhead  expenses  such  as  office  supplies.  No  interest  or  rent 
charges  are  included.  From  this  figure  the  price  of  cement  would  be  derived 
by  adding  some  percentage  markup  as  an  average  profit. 

Once  the  price  of  cement  (or  anything  else)  is  established  in  this  manner,  it 
normally  remains  unchanged  for  a number  of  years.  Soviet  authorities  prefer 
to  keep  prices  unchanged,  because  a change  in  any  one  price  requires  changes 
in  many  other  prices  and  the  calculations  are  complicated.  But  fixed  prices 
are  not  likely  to  be  economically  correct.  Suppose  the  cost  of  producing 
cement  is  reduced  by  some  improvement  in  the  process  of  manufacturing  it. 
In  a competitive  market  economy,  the  price  of  cement  would  fall,  and  profit- 
seeking  builders  would  use  more  cement  and  fewer  bricks.  More  of  the 
cheaper  product  would  be  used.  But  in  the  Soviet  economy,  the  price  of 
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cement  might  not  be  adjusted.  In  general,  the  Soviet  planners  are  not  guided 
by  the  prices  they  themselves  set,  because  they  know  these  prices  may  not 
correctly  measure  the  scarcity  or  cost  of  various  items. 

! j Therefore,  in  the  cement  example,  the  manager  of  a cement  plant  cannot 
simply  be  told  to  fulfil  his  target  at  the  lowest  possible  cost.  The  prices  he 
would  have  to  use  to  measure  his  costs  may  be  unrealistic,  especially  since 
'they  contain  no  interest  or  rent  charges.  Instead,  the  ministry  sends  him  not 
lionly  an  output  target  but  also  directives  about  the  quantities  of  raw  materials, 
labour,  fuel,  power,  and  so  on,  which  are  to  be  used. 

1 Prices  of  consumer  goods  and  services  are  set  by  the  government,  too. 
lUnlike  plant  managers,  consumers  are  not  given  detailed  directives  about 
|what  to  buy.  They  are  guided  by  prices  only,  much  in  the  manner  described 
■by  our  model  planned  economy. 

lAppraisal  of  the  Soviet  Economic  System 

|The  Soviet  Union  has  made  great  advances  through  public  enterprise  and 
economic  planning.  In  the  1920’s,  Russia  was  a relatively  underdeveloped 
'country.  Her  industry  was  small  and  backward,  and  her  millions  of  peasants 
eked  out  a precarious  living  on  small  farms  using  primitive  methods  of 
cultivation.  Today  the  Soviet  Union  is  a powerful  nation  with  an  annual 
jproduction  per  capita  of  some  $1,200.  (This  is  higher  than  in  most  countries, 
ibut  smaller  than  in  Canada.  See  Table  2 on  page  91.) 

Soviet  planning  has  made  an  important  contribution  to  this  achievement. 
^Investment— the  production  of  new  capital  goods  of  all  kinds— is  of  vital 
[importance  to  economic  growth.  Soviet  leaders  have  consistently  given  high 
priority  to  investment  (and  to  military  strength),  and  the  techniques  of  central 
Iplanning  have  ensured  that  their  preferences  have  been  put  into  effect.  The 
■output  which  has  been  sacrificed  has  been  output  of  consumer  goods— food, 
l|Clothing,  shelter,  automobiles,  and  so  on.  As  a result  of  this  policy  of  favour- 
jing  production  of  capital  goods  and  sacrificing  production  of  consumer 
I goods,  production  is  rather  lopsided.  The  Soviet  Union  competes  with  the 
United  States  in  space,  but  has  difficulties  in  feeding  and  housing  her  popula- 
tion. The  benefits  of  this  policy  come  in  the  future.  As  the  economy’s  produc- 
!tive  capacity  increases,  more  of  everything,  including  consumer  goods,  can 
be  produced. 

In  recent  years  the  rate  of  Soviet  economic  growth  has  slowed  down.  The 
jreason  seems  to  be  that  the  old  techniques  of  planning,  which  worked  well 
enough  in  a simpler  economy,  are  cumbersome  and  inefficient  in  the  bigger 
'and  more  complex  economy  that  has  developed.  It  becomes  increasingly 
I difficult  to  give  detailed  directives  about  all  his  operations  to  every  plant 
! manager,  as  the  number  of  plants  and  products  increases  and  as  technology 
ladvances.  Administrative  mistakes  and  waste  of  resources  become  more 
I and  more  difficult  to  avoid. 

i' 
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This  cartoon  from  Crocodile  satiri- 
zes peasants  who  are  much  more 
careful  of  their  private  plots  than 
of  the  public  land  on  the  collective 
farm.  The  sign  at  the  top  reads 
"State  Farm”;  the  caption  says 
"From  Public  to  Private”. 


Recent  Trends  in  Soviet 
Economic  Planning 


Summary 


After  initial  disasters  and  delays,  the  leaders  of  the  Soviet  Union  established 
during  the  1930’s  a workable  economic  system  based  on  public  enterprise 
and  central  planning.  Because  the  system  permits  the  leaders  to  increase 
investment  at  the  expense  of  consumption,  it  has  impressively  speeded  Soviet 
economic  growth. 


Soviet  planners  are  very  interested 
in  electronic  computers.  These  ma- 
chines, able  to  store  and  analyze 
vast  amounts  of  information, 
promise  major  assistance  toward 
the  efficient  conduct  of  central 
planning. 

Soviet  leaders  have  been  taking 
hesitant  first  steps  toward  a new 
system  of  managing  their  econ- 
omy. The  new  system  would  rely 
less  on  detailed  directives  to  man- 
agers of  farms  and  factories,  and 
would  give  the  managers  more 
scope  for  making  their  own  deci- 
sions on  the  spot.  With  less  direct 
command,  the  new  system  would 
rely  more  heavily  on  indirect  guid- 
ance by  prices  and  markets.  Al- 
though the  new  system  would 
retain  much  direct  command,  it 
would  be  a little  closer  to  the  kind 
of  planning  sketched  out  in  the 
first  section  of  this  chapter. 
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Soviet  planning  is  highly  centralized,  Gosplan  in  Moscow  being  at  the  core 
)f  it.  The  political  leaders  make  the  major  decisions;  Gosplan  works  out  the 
argets  implied  by  those  decisions;  various  ministries  allocate  these  targets 
imong  the  many  particular  enterprises.  Managers  of  enterprises  are  given 
lot  only  targets  for  output,  but  detailed  directives  about  the  amounts  and 
dnds  of  materials  and  resources  they  are  to  use.  Prices  play  a minor  role 
fxcept  in  the  distribution  of  consumer  goods.  Private  enterprise  is  almost 
i|Otally  absent  except  in  agriculture. 

I Such  a highly  centralized  system  has  become  increasingly  dihicult  to 
administer  efficiently  as  the  economy  has  increased  in  size  and  complexity. 
Joviet  leaders  are  considering  new  planning  techniques  which  rely  more  on 
irices  as  an  administrative  device. 

^^uestions  for  Discussion 

[.  “The  price  system  is  really  just  a remarkably  efficient  administrative  device.” 
j What  does  that  statement  mean?  Do  you  agree  with  it? 

k Prairie  wheat  farms  in  Canada  have  decreased  in  number  and  increased  in  size 
* in  the  past  thirty  years  or  so.  Forced  collectivization  in  agriculture  in  the  Soviet 
I Union  decreased  the  number  and  increased  the  size  of  farms  there.  Compare  the 
I reasons  for  the  similar  change.  Compare  the  processes  which  led  to  the  change. 

?.  Continue  the  comparison  begun  here; 

I Capitalist:  “You  Russians  achieved  your  present  wealth  and  power  only  by 
literally  starving  your  people  while  you  built  machines  instead  of  growing  food.” 
Communist:  “Your  bourgeois  ‘industrial  revolution’  in  the  1800’s  was  only  an 
I inferior  way  of  doing  the  same  thing.” 


IV 


Democratic  Polity  and 
Public-Enterprise  Economy 


Democratic  Socialism 

Quite  a few  democratic  countries  have  had  or  have  Labour  or  Social  Demo- 
cratic governments.  Among  them  are  the  United  Kingdom,  Australia,  New 
Zealand,  and  the  Nordic  democracies.  In  the  first  three.  Labour  governments 
have  been  in  and  out  of  power  over  the  years,  while  in  the  Nordic  countries 
Social  Democratic  governments  have  been  in  power  for  long  periods  of  time 

None  of  these  countries  is  even  close  to  being  a pure  public-enterprise 
democracy.  Point  2 on  page  8 is  an  imaginary  extreme  like  any  other  corner 
of  the  diagram.  These  countries  merely  come  closer  than  any  others  to  fitting 
in  the  second  quadrant  on  page  8.  Britain,  Sweden,  and  the  others  have,  like 
Canada  and  the  United  States,  “mixed  economies”,  composed  of  private 
enterprise  with  many  socialistic  features.  But,  for  a variety  of  reasons,  the  two 
North  American  countries  lack  strong  socialist  parties,  and  the  “mixture” 
making  up  their  economies  is  somewhat  more  to  the  right. 

Just  what  is  democratic  socialism?  It  is  a belief  that  some  kind  of  collective 
action  is  often  necessary  to  deal  with  economic  and  social  problems.  The 
belief  tends  to  be  suffused  with  an  idealism  which  is  not  reflected  in  any 
statement  of  practical  procedures.  The  idealism  is  a humanitarian  concern 
over  the  welfare  of  people  who  fare  badly  in  the  market  system,  and  an 
expression  of  protest  against  acquisitiveness  and  the  glorification  of  economic 
success.  In  their  platforms,  the  Social  Democrats  stress  full  employment, 
economic  stability  and  security,  some  degree  of  economic  planning,  and  the 
reduction  of  inequalities  of  income.  The  means  used  by  these  parties  when  in 
power  are,  in  general,  monetary  and  fiscal  policy,  indicative  economic 
planning,  and  a variety  of  selected  direct  controls.  Little  is  generally  said  or 
done  about  the  nationalization  of  the  means  of  production  (the  British 
Labour  Party's  attitude  toward  the  steel  industry  being  an  exception).  Unlike 
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he  Marxian  socialists  who  prescribe  the  abolition  of  private  property  on 
irinciple,  most  of  the  democratic  socialists  regard  nationalization  as  only  a 
leans  which  may  be  used  to  secure  desired  goals  of  social  policy.  Their 
ittitude  has  been  aptly  phrased  by  the  late  Aneurin  Bevani^ 

i Democratic  socialism  . . . seeks  truth  in  any  given  situation,  knowing  all 
^ the  time  that  if  this  be  pushed  too  far  it  falls  into  error.  It  struggles  against 
I the  evils  that  flow  from  private  property,  yet  realizes  that  all  forms  of  private 
property  are  not  necessarily  evil. 


READING  NUMBER  FIVE:  SWEDEN 


weden  is  chosen  for  a brief  description  here,  because  it  is  one  of  the  most 
iccessful  of  the  socialist  democracies  in  maintaining  democratic  freedom, 
olitical  stability,  a high  standard  of  living,  and  steady  economic  growth. 

' Sweden  has  two  legislative  chambers.  The  first  chamber  is  elected  by 
psignated  country  and  city  councils,  the  second  is  elected  directly  by  the 
litizens.  If  a measure  is  defeated  in  one  of  the  houses,  there  is  joint  voting  as 
I ne  house  to  break  the  deadlock.  There  is  a system  of  proportional  representa- 
1 on,  with  multiple-member  electoral  districts.  Within  any  given  electoral 
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district  each  party  may  nominate  as  many  candidates  as  the  number  of  seat! 
to  be  filled.  Each  party  also  ranks  its  candidates  in  order  of  preference;  thu! 
within  each  party  there  is  much  competition  among  candidates  for  the  prioi 
positions  which  are  expected  to  ensure  elections. 

In  1964  the  standings  in  the  two  chambers  were  as  follows  among  the 
parties: 


First 

Chamber 

Second 

Chamber 

Total 

Per  Ceni 

Social  Democrats 

78 

113 

191 

49.7 

Liberals 

27 

42 

69 

18.0 

Conservatives 

26 

32 

58 

15.1 

Centre 

18 

35 

53 

13.8 

Communists 

2 

8 

10 

2.6 

Citizens’  Organization 

— 

3 

3 

0.8 

Total 

151 

233 

384 

100.0 

Proportional  representation  gives  the  smaller  parties  a better  chance  of 
winning  some  seats  than  they  would  have  under  Canadian  arrangements. 
The  Conservatives  are  farthest  to  the  right,  although  they  would  be  deemed 
centrists  in  North  America.  They  are  supported  mainly  by  the  highest-income 
groups.  The  Liberals  are  very  pluralistic,  and  attract  support  from  many 
kinds  of  individuals  and  small  groups.  The  Centre  party  is  primarily  a rural 
party.  The  Communists  are  strongest  in  the  outlying  areas  of  the  country, 
especially  in  northern  Sweden. 

The  Social  Democrats  have  been  in  power  in  Sweden  since  1932,  except  for 
a brief  “caretaker  government”  in  1936.  Tage  Erlander  has  been  Prime 
Minister  since  1946.  The  party  is  closely  associated  with  workers’  unions  and 
organizations,  which  in  many  cases  are  members  of  the  party  collectively. 
The  program  of  the  party  has  been  modified  through  the  years.  During  its 
first  decades  (it  was  founded  in  1889)  nationalization  was  a prominent  policy, 
but  it  is  now  regarded  as  only  a possible  means,  not  an  end  in  itself.  The 
Swedish  socialists,  like  their  colleagues  in  the  other  Nordic  countries,  are  more 
pragmatic  than  dogmatic,  ready  to  consider  any  measure  that  will  advance 
the  general  standard  of  living.  They  have  often  lacked  a majority,  and  have 
had  to  find  support  from  other  parties  by  coalition  or  compromise.  They  have 
been  called  “bread-and-butter  socialists”  by  their  more  ideological  colleagues 
in  other  countries.  But  they  have  met  the  tests  of  survival  and  success.  By 


! Downtown  Stockholm,  the  capital  of  Sweden. 

bontrasting  example,  the  German  Social  Democrats  lacked  a strong,  prag- 
matic, hard-nosed  leadership  and  went  under  easily  when  the  Nazis  took 
bver  that  country  in  the  early  1930’s. 

; During  the  post-war  period  the  Social  Democrat  government  has  put  Much 
emphasis  on  the  reduction  of  inequalities  among  different  social  ^oup^Old 
age  pensions  have  been  substantially  increased.  A comprehensi^' national  -l. 
[aension  scheme  has  been  introduced,  related  to  the^individual's  highest  earn-  ^ 
jngs  with  allowance  for  changes  in  the  price  levef^The  education  system  has 
aeen  extensively  reformed  to  equalize  opportunities;  this  has  substantially 
ncreased  enrolments  in  the  universities,  secon^y  schools,  and  ya^ational 
jchools.  Among  other  measures  put  into  effo^arb  family  allowances,  stj^mds 
to  student^Tree  textbooks  and  school  meals,'  interest-free  student  loans;  ^d 
bbsidies  for  housing. 

I High  income-tax  rates  are  applied  to  above-average  incomes.  Also,  social  - 

i security  contributions  are  levied  upon  almost  everyone  whose  income  is 
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above  certain  minima.  Thus  people  in  the  middle  range  of  income  pay  con- 
siderably more  in  direct  taxes  than  they  do  in  Canada.  In  1959  a retail  sales 
tax  was  introduced,  but  such  indirect  taxes  are  much  less  important  than  ir 
Canada.  The  following  figures  show  the  percentage  of  government  revenue 
from  the  chief  sources  in  the  two  countries  in  1963: 


Sweden  Canadc 
(%  of  total  revenue] 


Direct  taxes  on  households 

52.5 

26.2 

Direct  taxes  on  corporations 

5.2 

14.4 

Indirect  taxes 

31.6 

47.1 

Income  from  government  property  and  enterprise 

8.0 

10.0 

Total  government  revenue 

100.0 

100.0 

The  Swedish  Economy 

Gross  national  product  per  capita  in  Sweden  is  currently  just  below  that  in 
Canada,  and  is  the  highest  in  Europe.  It  has  been  increasing  at  a faster  average 
rate  than  in  Canada  since  the  end  of  World  War  II.  The  accompanying  two 
tables  provide  comparative  data  for  Sweden,  Canada,  and  other  countries  of 
the  North  Atlantic  area.  Table  3 shows  that  most  of  the  European  countries 
including  Sweden  have  been  catching  up  with  North  America  in  productivity 
in  the  post-war  years.  Many  factors  account  for  this,  but  two  of  them  seem 
to  be  the  substantial  growth  of  exports  and  the  effective  use  of  “indicative 
planning". 

Much  of  Sweden’s  long-term  economic  growth  is  due  to  a great  expansion 
^ of  the  export  industries,  including  pulp  and  paper,  lumber,  iron  ore,  auto- 
mobiles and  trucks,  fine  instruments,  and  other  manufactured  goods.  Sweden’s 
exports  are  about  one-quarter  of  her  gross  national  product,  compared  to 
about  one-fifth  for  Canada.  The  country  has  had  a low-tariff  policy  for  over  a 
century,  and  foreign  competition  has  induced  efficiency  in  domestic  industries. 

Sweden  does  not  have  a centrally  managed  economy.  The  high  proportion 
of  exports  and  imports  would  make  it  difficult  (not  impossible)  to  implement 
a detailed  central  plan.  Swedish  economic  planning  is  “indicative  planning’’, 
as  in  a number  of  Western  European  countries.  Government  authorities 
prepare  reports  which  lay  down  targets  and  guide-lines  for  the  economy. 
Then  fiscal  and  monetary  policy,  and  some  specific  controls,  are  used  to 
guide  the  economy  toward  the  objectives.  Among  the  more  direct  controls 
are  price-fixing  for  agricultural  products,  and  rent  controls,  loans,  and  interest 
subsidies  in  housing. 
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Table  2 

Gross  National  Product  per  Capita,  North  Atlantic  Area,  1962 
(in  US  dollars) 


Country 

US  $ 

per  Capita 

Index 

Canada  = 100 

United  States  . 

2,981 

149 

Canada* 

2,007 

100 

Sweden* 

1,923 

96 

Switzerland 

1,905 

95 

1 Denmark 

1,582 

79 

j Luxembourg 

1,575 

78 

West  Germany 

1,558 

78 

France 

1,524 

76 

United  Kingdom 

1,479 

14 

' Iceland 

1,445 

72 

Norway 

1,423 

71 

Belgium 

1,382 

69 

Finland 

1,181 

59 

Netherlands 

1,113 

55 

j Austria 

1,009 

50 

Italy 

788 

39 

Ireland 

755 

38 

! Greece 

464 

23 

! Spain 

420 

21 

Portugal 

303 

15 

f Just  before  World  War  II  the  per  capita  income  in  Sweden  was  greater  than  that  in  Canada, 
j During  the  war  Sweden’s  economic  growth  slowed  down,  while  that  of  Canada  increased 
! tremendously.  Since  the  war  the  Swedish  growth  rate  has  gone  up,  and  the  Canadian  rate 
has  declined. 

jSource:  Bernard  Mueller,  A Statistical  Handbook  of  the  North  Atlantic  Area  (The  Twentieth 
Century  Fund,  New  York,  1965),  Table  III-3,  pp.  68-9. 

Long-term  projections  have  been  prepared  since  1947.  These  are  looks  into 
ithe  future,  usually  into  the  next  five  years,  which  attempt  to  see  the  potential 
achievements  and  possible  problems  that  lie  ahead  for  the  economy.  These 
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Table  3 

Average  Annual  Compound  Rate  of  Increase  in  Gross  National  Product  per 
Employed  Member  of  the  Labour  Force,  North  Atlantic  Area,  1950-1962 


Country 

Annual  Per  Cent 

Increase  1950-62 

Greece 

5.6 

West  Germany 

5.2 

Austria 

5.0 

Italy 

4.6 

France 

4.5 

Finland 

4.2 

Spain 

4.2 

Portugal 

4.0 

Switzerland 

3.6 

Ireland 

3.5 

Iceland 

X-  3.4 

Norway 

3.3 

Netherlands 

3.2 

Sweden 

2.9 

Denmark 

2.6 

Belgium 

2.4 

United  States 

2.2 

Canada 

2.0 

United  Kingdom 

1.8 

Luxembourg 

1.6 

Source:  Bernard  Mueller,  op.  cit..  Table  III-7,  p.  75. 


projections  provide  guidance  to  both  business  and  government,  but  are  nol 
official  government  policy.  The  Economic  Council  of  Canada  was  establishec 
in  1964  to  begin  similar  work  here. 

The  largest  economic  power  group  in  the  country  is  the  Swedish  Federation 
of  Trade  Unions,  which  includes  over  forty  unions  of  blue-collar  workers  anc 
nearly  half  the  labour  force.  This  group  gives  strong  support  to  the  Social 
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Democratic  party.  There  are  various  other  employee  organizations,  and 
ilmost  every  employee,  including  the  white-collar  groups,  belongs  to  some 
inion  or  association  with  bargaining  rights  and  powers.  (About  83  per  cent 
Df  the  labour  force  are  wage  and  salary  earners,  the  same  proportion  as 
I n Canada.) 

To  counter  the  employee  unions  and  associations,  employers  have  founded 
[he  Swedish  Employers'  Confederation  which  includes  nearly  all  the  large 
private  firms  in  the  country  and  many  small  ones.  There  is  a continuous 
j Drocess  of  intricate,  lengthy,  and  tenacious  bargaining  between  the  Employers’ 
I ponfederation  and  the  employee  associations  over  salaries  and  wages.  The 
level  of  economic  knowledge  is  high  in  these  negotiations.  All  groups  employ 
Expert  secretariats.  Any  flashy  or  emotional  tactics  are  likely  to  damage  their 
user’s  case.  A question  currently  receiving  much  attention  is  that  of  minimum 
vages  and  the  growing  discrepancy  between  the  incomes  of  highly  skilled 
yorkers  and  of  the  lowest-paid  unskilled  workers. 

nummary 

Democratic  socialism  involves  the  belief  that  democratically  controlled  collec- 
tive action  is  often  necessary  to  deal  with  economic  and  social  problems.  It 
ioes  not  fit  neatly  into  the  second  quadrant  on  page  8.  Democratic  socialists 


The  Lundby  Harbour  in  the  Port  of  Gothenburg,  Sweden. 
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tend  not  to  regard  public  enterprise  as  an  end  in  itself.  Instead,  they  usuallli 
seek  an  expedient  mixture  of  private  and  public  enterprise  for  the  econom3|| 
However,  democratic  socialism  comes  closer  to  illustrating  the  seconll 
quadrant  than  anything  else  the  20th  century  offers.  || 

Sweden  is  a highly  successful  example  of  democratic  socialism.  The  Sociall 
Democrats  have  retained  power  there  for  several  decades,  partly  by  theill 
willingness  to  compromise  and  form  coalitions.  Expensive  welfare,  educatiorll 
and  housing  programs  require  taxes,  which  compared  with  Canada  ar 
especially  high  on  above-average  personal  incomes. 

Sweden  is  far  from  having  a centrally  planned  economy.  Indicative  plannin 
is  used  by  the  government.  Salaries  and  wages  and  numerous  other  importan 
economic  matters  are  settled  neither  by  central  planning  nor  by  the  competi 
tive  free  market  system,  but  by  bargaining  and  negotiation  among  the  high! 
organized  economic  groups  in  the  country. 

Questions  for  Discussion 

1.  Why  might  a country  highly  dependent  on  exports  and  imports  have  specia 
difficulties  with  central  planning? 

2.  Some  people  refer  to  tables  such  as  Tables  2 and  3 as  “international  leagu 
tables”  in  a rather  contemptuous  tone,  because  they  feel  the  statistics  are  jus 
invidious  comparisons  which  do  nothing  but  cause  discontent  and  friction 
Do  you  agree?  Can  you  conduct  a useful  objective  discussion  about  them? 

3.  “For  a variety  of  reasons,  Canada  and  the  United  States  lack  strong  socialis 
parties.”  Discuss,  objectively. 


V 


Dictatorial  Polity  and 
Private-Enterprise  Economy 

The  fourth  quadrant  on  page  8 does  not  contain  many  countries.  A dictator- 
ship tends  toward  control  of  the  economy  as  it  tends  toward  control  of  all 
Aspects  of  the  nation’s  life.  A dictatorial  polity  combined  with  a largely 
Unregulated  private-enterprise  economy  is  therefore  unlikely.  Nonetheless, 
i Drivate  property  and  dictatorship  are  compatible,  especially  if  the  political 
flite  and  the  economic  elite  are  able  to  exchange  favours.  The  business  elite 
can  provide  financial  support  for  the  rulers;  the  rulers  can  use  their  power  to 
uid  the  business  elite.  The  economy  is  likely  to  be  subjected  to  much  govern- 
hient  regulation,  but  it  can  continue  to  be  based  on  private  property,  possibly 
j»vith  considerable  freedom  of  enterprise  for  the  economic  elite.  Indeed,  this 
Was  partly  the  sort  of  situation  that  Adam  Smith  was  objecting  to  in  Britain 
jn  1776. 


READING  NUMBER  SIX:  NAZI  GERMANY 

Germany  under  National  Socialism  did  not  have  a free  private-enterprise 
economy.  Private  businessmen  did  keep  title  to  their  enterprises,  but  the 
government  directed  economic  activity  with  considerable  thoroughness.  Thus 
Nazi  Germany  illustrates  “dictatorship  plus  regulated  private  property” 
gather  than  “dictatorship  plus  private  enterprise”. 

■ In  the  1920’s,  the  Nazis  were  a rowdy  but  weak  movement.  Germany 
struggled  with  her  post-war  problems  and  achieved  economic  recovery  under 
k predominantly  democratic  and  free-enterprise  system.  But  in  1933  the  Nazis 
became  Germany’s  ruling  party  and  in  1934  Hitler  became  supreme  dictator. 
How  did  Hitler  achieve  power? 

Hitler  and  his  Nazi  party  gained  power  partly  through  their  own  talents 
and  hard  work.  Hitler  was  a powerful  personality,  able  to  inspire  loyalty  in 
his  close  associates  and  followers,  and  to  sway  crowds  with  his  passionate 
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speeches.  National  Socialism  gave  an  extreme  emphasis  to  Hitler  as  its  leader. 
Hitler  remained  aloof  from  his  lieutenants,  regarding  his  own  personal 
authority  as  complete  and  absolute.  Party  propaganda  focused  on  Hitler 
personally,  presenting  him  as  an  almost  supernatural  boon  to  his  country. 

Also,  the  Nazi  ideology  about  the  German  “master  race”  was  given  very 
strong  emphasis  in  propaganda  and  was  especially  attractive  to  a people  that 
had  been  humiliated  by  military  defeat.  Nazi  fortunes  were  aided  by  the 
brilliance  of  Goebbels  as  a propagandist.  He  started  a newspaper  which 
presented  Nazis  arrested  by  the  police  as  heroes,  attacked  the  Jews,  and 
carried  Nazi  doctrine  to  the  people  in  simple,  pungent  terms. 

The  Nazis  made  a huge  organizational  effort.  Gifted  organizers  established 
a set  of  territorial  party  organizations,  semi-military  “formations”,  women’s 
and  youths’  groups,  and  especially  the  rowdy  brown-shirted  storm  troopers 
and  later  the  frighteningly  disciplined,  tall,  black-shirted  SS. 

However  talented  and  hard-working,  no  political  group  can  gain  power 
unless  its  ideas  have  fairly  widespread  appeal.  Extreme  inflation  in  Germany 
after  the  war  had  impoverished  lower  middle-class  groups  with  fixed  incomes. 
The  Nazis  found  much  of  their  original  support  among  these  dispossessed 
groups.  The  humiliation  of  military  defeat  and  of  the  peace  treaty,  and  the 
burden  of  reparations  payments  also  provided  rallying  cries  for  the  Nazis. 
But  Hitler  did  not  win  wide  support  until,  in  1929,  the  whole  international 
economy  collapsed  into  the  Great  Depression.  The  collapse  gave  Hitler  the 
opportunity  to  win  many  new  supporters.  In  Germany,  as  elsewhere,  millions 
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were  unemployed,  and  Hitler  promised  jobs  and  prosperity.  Even  the  anti- 
Jewish  propaganda  of  the  Nazis  was  given  a new  appeal  by  the  Depression. 
Jews  were  prominent  in  business  and  finance  in  Germany.  It  was  all  too  easy 
for  people,  suffering  from  an  economic  disaster  they  could  not  understand, 
to  be  persuaded  that  Jews  were  somehow  responsible.  At  the  onset  of  the 
Depression,  the  Nazi  vote  rose  from  3 to  18  per  cent.  In  1932,  with  6 million 
Germans  unemployed,  the  Nazi  vote  was  doubled  and  Hitler  was  on  the 
threshold  of  power. 

Communism  was  also  much  strengthened  by  the  Depression.  After  all, 
Karl  Marx  had  predicted  that  the  private-enterprise  system  would  destroy 
itself  in  a series  of  depressions.  The  Nazis  were  strongly  anti-communist. 
They  were  seen  by  many  as  a defence  against  communism.  (And  later,  as  a 
defence  against  socialism  and  against  strong  trade  unions,  too.  The  National 
Socialism  of  the  1920’s  was  itself  socialist,  but  after  attaining  power  Hitler 
allied  his  party  more  closely  to  large  industrialists  and  purged  many  of  his 
earlier  followers.)  Some  important  industrialists  helped  to  finance  the  Nazis 
and  their  storm  troopers.  In  1933  some  of  them  helped  persuade  President 
Hindenburg  to  ask  Hitler  to  form  a government. 

Once  in  power,  the  Nazis  undertook  a massive  program  of  public  works. 


A Hitler  Youth  Group,  Nurnberg,  1937. 
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including  the  famous  superhighways.  Private  industry  prospered  on  public 
contracts.  Jobs  opened  in  both  the  public  and  the  private  sectors  of  the 
economy.  When  universal  military  training  was  introduced  in  1935,  unem- 
ployment all  but  disappeared.  Production  was  strictly  directed  by  the  govern- 
ment, with  military  strength  a major  objective.  Most  industry  remained  in 
private  hands,  and  those  engaged  in  military  production  received  handsome 
profits,  but  the  government  made  their  main  decisions  for  them. 

Not  only  the  economy  was  directed.  A major  feature  of  Nazi  rule  was  the 
degree  to  which  it  pervaded  all  aspects  of  life.  Youth  activities  took  place 
within  the  “Hitler  Youth”.  Cultural  activity  was  made  subservient  to  National 
Socialism.  Workers’  leisure  was  turned  to  party  uses  through  the  organization 
“Strength  Through  Joy”.  Efforts  were  made  to  set  up  distinctly  Nazi  religious 
organizations.  At  the  extreme,  children  of  dissenters  were  encouraged  to  spy 
on  their  parents.  The  prescribed  greeting  for  all  occasions  in  public  was  “Heil 
Hitler!”  and  an  upward  stretched  right  arm;  thus  everyone  was  constantly 
reminded  of  the  Fuehrer.  This  mass  involvement,  coupled  with  the  Nazis’ 
success  in  curing  unemployment  and  their  ambitions  to  restore  and  extend 
Germany’s  international  power,  aroused  much  enthusiasm  for  the  regime. 
The  party  membership  badge,  the  ubiquitous  swastika,  came  to  be  looked 
upon  as  a badge  of  honour  by  many  who  had  lost  their  social  and  economic 
standing  in  the  post-war  inflation  and  the  Depression. 

Overt  opponents  of  the  regime  were  arrested  and  kept  in  concentration 
camps.  Potential  opponents  were  discouraged  by  terror,  wielded  by  the 
Gestapo,  or  secret  police.  Remaining  grievances  among  the  people  were  as  far 
as  possible  directed  against  the  Jews  by  an  official  policy  of  extreme  anti- 
Semitism.  During  the  1930’s,  the  machinery  of  state  was  used  to  repress  the 
Jews  economically,  to  deprive  them  of  citizenship,  and  to  subject  them  to 
“spontaneous”  persecution.  These  policies  culminated  in  the  official  execution 
of  6 million  Jews  during  World  War  II. 

Elections  were  used  to  identify  all  Germans  with  the  regime.  Voting  was  a 
duty;  there  were  no  opposition  candidates;  and  99  per  cent  of  the  electorate 
voted  for  Hitler. 


READING  NUMBER  SEVEN:  MEXICO 

Mexico,  from  1876  to  1910,  had  a dictatorial  government  and  an  economy 
based  largely  on  private  enterprise.  It  may  be  well  to  broaden  our  perspective 
in  this  chapter  with  this  second  example. 

Mexico  has  had  a turbulent  political  history.  After  a full  decade  of  struggle, 
independence  from  Spain  was  achieved  in  1820.  There  followed  a long  period 
of  internal  unrest  and  civil  wars.  In  this  period,  General  Santa  Anna  lost  half 
of  Mexico’s  territory  to  the  United  States;  for  a time  French  troops  occupied 
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I the  heart  of  the  country,  and  Napoleon  III  sent  the  Hapsburg  prince  Maxi- 
i^ilian  to  be  Emperor  of  Mexico  in  1864. 

i!  It  was  little  wonder,  then,  that  by  1876  a regional  strongman  from  the 
! Southern  state  of  Oaxaca  had  persuaded  himself  that  Mexico  needed  a master, 
porfirio  Diaz,  mostly  Indian,  part  Spanish,  poorly  educated  but  with  qualities 
jpf  skilled,  ruthless  leadership,  found  a formula  for  stable  government.  His 
I dictatorship  lasted  for  thirty-four  years. 

i I Diaz  united  Mexico’s  regional  factions  by  impartially  distributing  favours 
i to  all.  He  enforced  peace  with  his  policy  of  pan  o /?n/o— “bread  or  the  club”; 
i he  offered  positions  of  prestige  and  power  even  to  his  enemies,  and  if  they 
refused  he  crushed  them.  Diaz  once  remarked  that  a dog  with  a bone  in  his 
, mouth  neither  kills  nor  steals.  Bandits  were  given  jobs  as  policemen,  and 
; rural  Mexico  became  completely  safe.  Under  Diaz  the  landowners,  the 
generals,  the  bosses,  the  clergy,  the  intelligentsia,  and  the  foreign  capitalists 
!were  all  conciliated.  Mexico  enjoyed  internal  peace  and  order.  The  methods 
were  perhaps  crude  and  cynical,  but  they  worked.  For  twenty  years  before 
the  Diaz  regime,  the  beloved  statesman  and  patriot,  Benito  Juarez,  had  failed 
in  his  efforts  to  create  a stable  democracy  by  more  idealistic  means. 

The  government  of  Porfirio  Diaz  was  honest  and  efficient.  The  press  and 
the  judiciary  remained  relatively  free.  Diaz  himself  was  liked  by  his  people, 
who  familiarly  referred  to  him  as  “Don  Porfirio”.  His  humble  origin  and  his 
fiscal  integrity  were  respected  and  appreciated.  He  skilfully  directed  any 
public  unrest  or  discontent  away  from  himself  and  onto  his  subordinates. 
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President  Diaz  proposed  to  make  Mexico  into  a modern  country.  Although 
many  mistakes  were  committed  before  his  exile  in  1910,  he  succeeded  to  a 
remarkable  degree.  Private  industry  was  fostered;  railways  were  built  by 
private  enterprise;  national  income  and  government  revenue  increased  sub- 
stantially. American  and  British  capital  began  to  flow  into  the  newly  tran- 
quillized country  to  undertake  these  developments.  In  1884,  the  mining  code 
was  altered  to  exempt  hydrocarbons  from  state  ownership  and  give  them  to 
the  surface  owners.  The  change  was  intended  to  encourage  coal  production 
and  thus  stimulate  the  development  of  railroads. 

The  Diaz  government  undertook  projects  of  its  own  in  addition  to  encour- 
aging private  enterprise.  Internal  improvements  were  made,  such  as  the  con- 
struction of  harbours,  communication  systems,  theatres,  and  public  buildings. 
Schools  were  built,  and  illiteracy  was  reduced;  newspaper  circulation  in- 
creased greatly.  By  1910  there  were  12,000  schools  and  900,000  pupils.  Indeed, 
following  the  chaos  of  the  1910-20  revolution,  the  older  people,  who  had 
been  educated  during  the  Diaz  period,  were  for  many  years  the  only  ones  in 
the  villages  able  to  read  and  write. 

All  of  this  progress  was  mixed  with  problems.  It  was  only  by  using  foreign 
capital  and  technical  skills  that  the  mines  could  be  developed,  the  railroads 
built,  and  the  beginnings  of  a modern  industrial  economy  established.  Mexico 
suffered  many  of  the  abuses  of  19th-century  capitalism  in  the  process. 
Foreigners  held  most  of  the  important  positions  in  industry.  The  Diaz 
government  did  not  insist  that  Mexicans  should  learn  the  new  techniques. 
Mexican  workers  were  used  only  as  unskilled  labourers. 

In  rural  Mexico  the  feudal  hacienda  system  grew  stronger,  and  Indian 
villages  were  deprived  of  most  of  their  traditional  lands.  Labour  strikes  were 
unknown;  but  so  was  unemployment.  During  hard  times  on  the  hacienda,  no 
workers  were  fired;  they  merely  ate  less  until  conditions  improved. 

In  his  80th  year,  Diaz  arranged  his  regular  re-election  to  the  presidency  for 
the  last  time.  That  was  in  1910,  on  the  eve  of  the  bloody  revolution  that 
overthrew  him.  He  died  in  exile  in  Europe  during  that  struggle,  convinced 
that  his  had  been  the  correct  way  to  govern  Mexico. 

The  Diaz  mixture  of  dictatorship  and  private  enterprise  achieved  much  for 
Mexico.  Peace  and  order  replaced  strife  and  anarchy;  impressive  economic 
development  took  place.  Success  was  substantial,  but  so  was  its  price.  The 
price  included  foreign  ownership  of  major  industries,  neglect  of  reforms  in 
rural  areas,  and  ultimately  another  period  of  bloodshed  to  replace  the 
dictator. 

Since  La  Revolucidn  (1910-20)  no  Mexican  President  has  been  re-elected. 
Under  the  constitution  adopted  in  1917,  a President  may  have  only  a single, 
six-year  term  of  office.  (President  Gustavo  Diaz  Ordaz  began  his  term  in 
1964.)  Mexico  is  constitutionally  a democratic  republic. 

The  government  still  embodies  some  characteristics  of  dictatorship.  The 
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I Independence  monument,  Mexico  City. 

■Partido  Revolucionario  Institiicional  (Party  of  Revolutionary  Institutions,  or 
|PRl)  has  held  power  without  interruption  since  1920.  Other  parties  exist,  but 
khey  have  virtually  no  hope  of  gaining  power.  The  PRl  retains  overwhelming 
'support  by  remaining  sensitive  to  popular  demands,  by  a strong  party  organ- 
ization, and  by  skilful  distribution  of  patronage.  The  weakness  of  other  parties 
tends  to  be  self-perpetuating  after  so  many  years.  They  cannot  win  support 
Trom  people  who  seek  political  power  or  government  favours,  for  such 
people  naturally  turn  to  the  PRI.  There  is  no  attempt  to  suppress  political 
opposition  by  force,  but  Mexico  is  very  nearly  a one-party  state.  The  party’s 
nominee  for  the  presidency,  or  for  any  other  office,  is  assured  of  election; 
imost  political  competition  thus  occurs  within  the  party. 


102 


POLITICAL  AND  ECONOMIC  SYSTEMS 


Mexico’s  economy  has  changed  since  Don  Porfirio’s  day.  Several  major 
industries  formerly  owned  by  foreigners  have  been  nationalized.  These 
include  the  railroads,  electric  power,  and  petroleum.  (The  nationalization  of 
petroleum  reversed  the  step  taken  inadvertently  in  1884  when  the  government, 
with  coal  in  mind,  gave  hydrocarbon  mineral  rights  to  private  owners.) 
Other  industries  which  remain  under  foreign  ownership  are  subject  to  a 
variety  of  government  controls.  For  instance,  a limit  was  recently  imposed 
on  exports  of  sulphur,  to  conserve  the  sulphur  deposits. 

Mexico  is  the  largest  Spanish-speaking  country  in  the  world.  Its  population 
is  twice  that  of  Canada,  and  is  growing  at  a faster  rate  than  Canada’s.  How- 
ever, its  per  capita  income  is  only  about  one-seventh  of  the  Canadian.  Its 
economic  progress  was  retarded  by  the  1910  revolution,  by  the  loss  of  foreign 
technical  skill  following  the  nationalizations,  and  by  the  Depression.  But 
since  World  War  II  it  has  again  achieved  rapid  growth,  this  time  with  a 
“mixed”  economy  and  a “guided”  democracy. 

Summary 

In  this  chapter  we  have  looked  for  illustrations  of  a private-enterprise 
economy  combined  with  a dictatorial  polity. 

The  example  of  Nazi  Germany  suggested  that  private  enterprise  can  con- 
tribute to  the  development  of  dictatorship  Hitler’s  rise  to  power  was  aided 
by  a failing  of  the  price  system,  the  Depression;  and  it  was  also  aided  by  the 
support  of  powerful  businessmen. 

The  example  of  the  Mexican  dictatorship  of  Porfirio  Diaz  suggested  that 
dictatorship  can  aid  economic  development  under  private  enterprise.  Private 
business  requires  a stable,  secure  political  environment.  Diaz  provided  this. 
His  contribution  is  especially  striking  when  contrasted  with  the  anarchy 
which  preceded  his  rule. 

Questions  for  Discussion 

1.  Why  do  you  suppose  both  Mexico  and  the  United  States  set  a limit  on  the  time 
one  man  may  be  President  (one  six-year  term  in  Mexico;  two  four-year  terms  in 
the  USA)?  In  Canada  we  have  no  such  restriction  on  our  Prime  Minister. 
Should  we  have? 

2.  Compare  Porfirio  Diaz  or  Adolf  Hitler  with  one  or  two  present-day  leaders. 

3.  Large  foreign  companies  have  often  been  accused  of  supporting  dictatorial 
governments  in  Latin  America.  Are  there  any  reasons  why  they  might  do  so? 
Can  you  think  of  ways  in  which  such  support  might  be  in  conflict  or  in  harmony 
with  the  interests  of  the  country? 
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Traditional  Society 


A.  ESSENTIALS  OF  TRADITIONAL  SOCIETY 

A traditional  society  is  one  in  which  the  forces  of  tradition  are  very  strong. 
Each  person  in  the  society  is  strongly  bound  by  custom. 

' “Traditional  society”  does  not  mean  “primitive  society”.  A primitive 
Isociety  may  be  traditional,  or  it  may  be  quite  receptive  to  new  arrangements. 
A traditional  society  may  be  primitive,  or  it  may  be  a complex,  elaborate 
civilization. 

No  society  is  free  of  traditional  forces.  In  practice,  a society  without  any 
traditions  would  be  so  unstable  that  it  would  probably  disintegrate.  Also,  no 
lactual  society  that  we  know  today  is  purely  traditional.  In  practice  such  a 
society  would  have  been  unable  to  make  any  adjustments  to  changing  prob- 
lems and  would  long  since  have  broken  down.  Actual  societies  are  more  or 
jless  traditional,  just  as  they  are  more  or  less  democratic,  and  so  on.  It  is 
[always  a matter  of  degree. 

However,  we  can  see  more  clearly  how  traditional  forces  work  if  we 
imagine  an  extreme  situation,  a model  traditional  society.  Imagine  a society 
jin  which  all  economic,  political,  and  personal  relationships  are  determined 
|by  tradition.  For  anyone  living  in  this  society,  there  is  no  freedom  of  choice 
'about  anything.  Everything  is  settled  by  past  practices. 

j Every  society  needs  some  arrangements  to  determine  what  will  be  produced, 
what  methods  of  production  will  be  used,  and  how  the  products  will  be  dis- 
: jtributed.  In  a model  traditional  society,  these  questions  are  met  by  strict 
jiadherence  to  past  procedures.  Similarly,  the  political  organization  is  whatever 
i has  been  inherited  from  the  past.  Different  traditional  societies  may  show  a 
great  diversity  of  economic,  political,  and  other  arrangements;  but  whatever 
the  arrangements  are  in  one  model  society  they  never  change. 
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Every  society  has  traditions. 


Efficiency  of  Traditional  Arrangements 

The  society’s  traditions  must  have  been  of  some  use  in  meeting  the  society’s 
needs.  This  can  easily  be  seen  if  we  consider  the  opposite.  Suppose  its  tradi- 
tions did  not  allow  the  society  to  cope  with  problems  (such  as  soil  depletion, 
or  defence,  or  hundreds  of  other  matters).  This  would  mean  the  destruction 
of  the  society  before  it  had  existed  long  enough  even  to  form  traditions.  This 
reductio  ad  absurdum  suggests  that  traditions  must  have  been  relatively 
successful  in  meeting  problems.  The  traditions  are  related  to  what  were 
appropriate  actions  in  past  periods.  Only  successful  procedures  could  have 
survived  long  enough  to  become  traditions.  Fallowing  this  line  of  thought 
further,  we  are  led  to  expect  that  the  society’s  traditions  should  form  a 
consistent,  efficient  whole. 

To  illustrate  the  idea,  consider  the  shifting  cultivation  practised  on  the 
interior  plateau  in  Africa.  This  was  a reasonable  way  of  ensuring  a living 
when  tribes  were  small  and  land  was  plentiful.  But  such  a practice  had  impor- 
tant consequences  for  other  social  arrangements.  Private  ownership  of  land 
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]was  not  compatible  with  migration  every  two  or  three  years.  Fixed  forms  of 
Iwealth  such  as  houses  and  furniture  were  less  satisfactory  than  mobile  forms 
such  as  cattle.  Without  individual  ownership  of  land,  pasturing  of  livestock 
was  necessarily  a communal  problem,  and  communal  herding  was,  in  any 
case,  more  economical  of  labour. 

Hunting,  fighting,  and  land  clearing  were  man’s  work;  cooking,  household 
chores,  and  land  cultivation  were  the  work  of  women.  In  the  shifting  cultiva- 
tion of  the  African  highlands,  one  man  could  clear  as  much  land  as  three 
I women  could  cultivate.  Polygyny  (several  wives  per  husband)  provided  a 
j basis  for  this  ratio  of  men  to  women.  To  make  polygyny  possible,  extra 
I women  had  to  be  found.  This  involved  raiding  of  other  tribes,  and  it  required 
i the  willingness  to  accept  women  from  outside  the  tribe.  Raiding  for  women 
; of  course  could  not  increase  the  number  of  women  in  all  tribes  at  once,  but 
the  fighting  did  somewhat  reduce  the  number  of  men.  More  important 
j sources  of  extra  wives  were  an  earlier  age  of  marriage  for  women  than  for 
men,  and  some  tendency  for  poor  men  to  remain  single.  The  inter-tribal 
! raiding  reinforced  the  idea  that  men  could  not  be  used  to  cultivate  the  land. 

I They  were  needed  for  fighting,  both  in  raids  of  their  own  and  in  defence 
against  other  raiders. 

In  short,  all  these  arrangements  were  consistent  with  each  other,  and  formed 
a whole  pattern  which  made  sense  for  the  society’s  survival.  Polygyny, 
migratory  cultivation,  communal  ownership  of  land,  inter-tribal  fighting,  the 
particular  division  of  labour  by  sex— these  were  not  independent  curiosities. 
They  were  integrated,  mutually  reinforcing  parts  of  a whole  workable  way 
i iof  life. 

The  force  of  traditions  is  enhanced  by  their  success  in  maintaining  the 
society.  As  long  as  the  future  continues  to  be  like  the  past,  the  traditions 
continue  to  succeed.  They  may  become  stronger  and  more  rigid. 

Division  of  Labour 

In  a fully  traditional  society  the  role  of  each  individual  is  rigidly  defined  by 
: past  practices.  Everyone  has  well-known  rights  and  obligations.  There  may 
! be  a substantial  amount  of  specialization,  with  associated  exchange  of  goods 
and  services.  There  will  be  a ruling  group,  with  powers  and  duties  traditionally 
prescribed. 

For  example,  some  North  American  Indian  tribes  evolved  a system  whereby 
the  males  hunted,  fought,  and  planned,  while  women  kept  house,  cured  hides, 
did  whatever  cultivation  was  done,  and  so  on.  We  have  already  mentioned 
the  similar  division  of  labour  by  sex  in  African  tribal  society.  In  both  cases, 
it  meant  a loss  of  status  for  any  man  to  perform  a woman’s  task. 

, In  other  cases  division  of  labour  is  by  class  or  caste.  For  example,  in 
Ceylon  the  highest  caste  had  their  laundry  done  by  a lower  caste  who  did  not 
do  their  own  laundry  but  used  a washerman  caste  still  lower  in  the  hierarchy. 
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The  Samurai  of  traditional  Japan  were  a warrior  class  with  a well-defined  and 
rigidly  restricted  role.  Medieval  Europe  was  a strongly  traditional  society, 
with  the  roles  of  serfs,  freemen,  guild  members,  clergy,  and  aristocracy  all 
clearly  demarcated.  Many  English  surnames  (e.g.,  Hunter,  Brewer,  Fisher, 
Miller)  give  evidence  of  a time  when  occupations  were  hereditary. 

In  all  these  cases,  the  role  of  the  individual  or  group  was  specified  rather 
fully.  To  aspire  above  one’s  station  was  a social  offence.  So  was  any  perfor- 
mance of  tasks  beneath  one’s  station.  It  should  not  be  thought  that  tradi- 
tional societies  are  predominantly  oppressive.  It  is  true  that  traditions  often 
appear  to  be  especially  helpful  in  preserving  the  power  of  the  rulers  and  the 
wealth  of  the  rich.  But  any  set  of  traditions  which  did  no  more  than  this 
would  not  long  survive.  Every  traditional  society  has  customs  and  practices 
which  protect  the  weak  and  downtrodden.  For  example,  the  livelihood  of 
each  caste  in  the  Indian  caste  system  was  protected  because  no  other  caste 
was  allowed  to  do  its  work.  (Modern  Western  trade  unions  appreciate  the 
security  involved;  they  seek  to  have  comparable  arrangements  built  into  their 
contracts  with  management.)  Because  the  traditional  society  offers  security 
to  all  its  members,  it  is  not  surprising  that  the  whole  society  will  be  suspicious 
of  change.  The  privileged  groups  may  be  the  most  ardent  opponents  of 
change,  but  all  groups  are  likely  to  consider  change  as  dangerous,  as  a threat 
to  themselves,  perhaps  even  as  sacrilegious. 

Division  of  labour  implies  exchange.  Exchange  of  goods  and  services  may 
be  through  purchase  and  sale  at  money  prices.  Or  it  may  be  through  a system 
of  barter,  or  a system  of  obligatory  gifts.  In  any  event,  the  rewards  for  goods 
and  services  will  tend  to  be  customary,  so  that  relative  incomes  will  not 
change.  For  example,  in  medieval  Europe  the  “just  price”  was  the  price 
which  gave  the  producer  a fair  (i.e.  traditional)  income. 

Traditional  Society  and  Change 

A person  in  the  modern  West  has  the  greatest  difficulty  in  understanding  a 
traditional  society  because  he  cannot  help  judging  it  against  a modern 
Western  criterion:  progress.  We  regard  material  progress,  for  each  individual 
and  for  the  whole  society,  as  desirable  and  important,  perhaps  even  para- 
mount. Our  “ideal  of  progress”  justifies  and  gives  meaning  to  change.  The 
traditional  society  does  not  have  an  “ideal  of  progress”.  Therefore  its  people 
regard  change  as  meaningless  and  pointless.  The  objective  is  not  change,  but 
stability  and  the  preservation  of  society  in  its  existing,  well-proved  form. 

The  traditional  society  backs  into  the  future  with  its  eyes  fixed  firmly  on 
the  past.  As  long  as  the  future  is  the  same  as  the  past,  this  is  a perfectly 
justifiable  procedure.  There  is  no  “progress”,  but  none  is  wanted.  The  society 
survives  and  the  old  ways  are  preserved;  this  is  what  is  wanted. 

But  the  traditional  society  has  difficulty  in  adjusting  to  unexpected  shocks. 
The  leaders  may  try  to  insulate  the  society  from  such  shocks.  This  may  mean 


fiThe  traditional  rulers  of  Tibet,  aided  by  geography,  almost  entirely  isolated 
jtheir  country  from  the  modern  world  until  the  Chinese  invaded  in  1950.  This 
' picture  shows  Tibetan  refugees  driven  from  their  valley  by  the  Chinese. 


migration  to  a different  area,  or  banning  influences  from  outside,  or  war  to 
drive  out  intruders.  For  example,  some  North  American  Indian  tribes 
pigrated  to  get  away  from  the  influence  of  the  white  man.  Migration  to  areas 
‘liwhere  traditional  practices  were  not  appropriate  was  followed  by  disintegra- 
jtion  of  the  society.  Other  tribes  tried  to  resist  the  white  men  by  war.  At  one 
ime  the  rulers  of  Japan  tried  to  isolate  their  country  from  disruptive  foreign 
['influences. 

No  society  can  hope  to  prevent  outside  forces— drought,  invasion,  disease, 
linew  tastes,  new  ideas— from  bringing  about  change.  This  is  why  no  viable 
[society  can  be  purely  traditional.  In  the  modern  world  outside  forces  have 
put  many  pressures  on  traditional  societies.  Where  the  traditional  forces  have 
been  strongest,  adaptation  has  been  weakest  and  damage  has  been  greatest. 
This  is  partly  why  the  more  traditional  societies  are  often  destitute  today. 
Traditional  society  is  more  successful  in  preventing  change  from  within. 
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The  individual’s  place  in  the  society  depends  on  his  following  out  fairly 
rigidly  defined  actions.  Not  only  his  economic  security  is  at  stake;  what  is 
perhaps  even  more  important  is  his  social  acceptability  and  his  psychological 
security.  Anyone  who  attempts  something  new  has  to  face  the  anger  and  scorn 
of  his  fellows  and  possibly  complete  rejection  by  them.  And  there  is  a kind  of 
psychological  security  to  be  found  in  doing  familiar,  traditional  things.  New 
products,  new  methods  of  production,  or  other  innovations,  are  effectively 
discouraged.  New  wants  are  similarly  discouraged,  and  the  desires  of  the 
people  are  reduced  nearly  to  a level  that  can  be  satisfied  by  traditional 
methods  of  production.  Scarcity  of  resources  in  relation  to  human  wants  is 
much  reduced,  not  by  abundance  of  resources  but  by  restriction  of  wants. 
Since  wants  are  held  at  a level  which  can  be  nearly  satisfied,  scarcity  creates 
much  weaker  pressures  for  change  than  it  does  in  societies  where  wants  run 
far  ahead  of  resources. 

Traditional  societies  have  been  very  vulnerable  in  the  modern  world.  They 
have  all  been  exposed  to  Western  influence.  Their  people  have  learned  thereby 
that  a higher  standard  of  living  is  perhaps  possible.  They  may  find  little  else 
in  the  West  that  they  would  care  to  adopt,  but  a higher  standard  of  living  has 
an  almost  universal  appeal.  The  demand  for  material  progress  puts  a tre- 
mendous strain  on  other  traditions.  The  traditions  tend  to  hold  resources  in 
existing  patterns  of  use;  progress  requires  new  aggregations  of  resources  in 
new  places. 

Summary 

In  this  section  we  have  discussed  the  nature  of  traditional  society,  partly  in 
terms  of  an  imaginary  extreme  model  of  it,  partly  in  terms  of  more  or  less 
strong  examples. 

Every  society  must  have  traditions;  they  are  necessary  to  stability.  No 
society  can  rely  only  on  traditions;  they  prevent  adaptation  to  new  problems. 
Actual  societies  are  more  or  less  traditional,  differing  only  in  degree.  To  the 
extent  that  a society  relies  on  tradition,  economic,  political,  and  other 
activities  are  carried  out  according  to  past  procedures,  and  no  individual  is 
free  to  choose  otherwise. 

A viable  set  of  traditions  embodies  procedures  which  have  proved  success- 
ful in  the  past  in  meeting  the  society’s  needs.  The  traditions  of  a society  tend 
to  be  interrelated  and  to  support  each  other. 

Considerable  division  of  labour  is  possible  within  a traditional  framework. 
The  individual  person  achieves  security  and  social  acceptability  by  filling  his 
proper  role  in  the  traditional  division  of  labour. 

Judged  against  its  own  objectives,  which  are  stability  and  the  preservation 
of  the  past,  a tradition-bound  society  may  be  very  successful.  However,  it  has 
great  difficulty  in  adapting  to  any  external  disturbances  that  it  cannot  control 
or  shut  out;  the  stronger  the  traditions,  the  greater  the  strains  of  adjustment. 
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Questions  for  Discussion 

1.  Try  to  visualize  the  problems  of  a person  who  moves  from  one  traditional  society 
to  another;  of  a person  who  moves  from  a more  to  a less  traditional  society. 

■2.  To  what  extent  is  economic  and  political  life  in  Canada  based  on  tradition,  to 
! what  extent  on  continuous  re-thinking  and  new  decisions? 


' READING  NUMBER  EIGHT:  A NORTH  INDIAN  VILLAGE 

:! 

Traditional  societies  come  in  many  shapes  and  sizes.  The  peoples  in  the  high- 
iilands  of  New  Guinea  still  live  in  village  communities  which  have  little  or  no 
I'contact  with  the  outside  world.  Nearly  all  the  rest  of  the  world  is  now  organ- 
jized  into  nations,  each  with  its  King  or  President  or  Prime  Minister,  its  army, 
[flag,  currency,  and  often  an  airline.  However,  behind  the  mask  of  modernity 
[one  often  sees  the  face  of  tradition. 

People  in  the  cities  of  India  no  longer  believe  in  or  practise  many  of  the 
Iforms  of  behaviour  traditionally  appropriate  within  the  caste  system.  How- 
|ever,  the  system  is  still  strong  in  the  villages.  The  following  description  is  of 
contemporary  practice  in  nearly  all  the  villages  of  northern  India. 

A North  Indian  village  is  a cluster  of  houses,  made  of  brick  or  mud,  with  a 
population  of  between  500  and  3,000  persons.  There  may  be  as  few  as  three  or 
four  or  as  many  as  thirty  caste  groups  in  a village.  Membership  in  castes  is 
hereditary.  The  villagers  regard  some  castes  as  “high”  and  others  as  “low”. 
If  you  give  a villager  a list  of  the  castes  in  his  village  and  ask  him  to  rank 
them,  he  will  tell  you  that  the  Brahmans  (traditionally,  the  priests)  are  the 
[highest,  and  he  will  give  you  the  order  in  which  all  the  castes  should  be 
[ranked.  In  other  words,  the  caste  groups  form  a hierarchy,  and  nearly  every- 
l one  in  the  village  agrees  about  the  order  in  which  they  should  be  ranked, 
j The  caste  system  is  also  an  arrangement  for  economic  co-operation  within 
ithe  village.  The  members  of  most  of  the  castes  may  cultivate  land,  but  most 
[castes  also  have  specific  occupations  which  have  engaged  their  efforts  for 
many  generations.  Thus  a village  may  have  castes  whose  members  have 
traditionally  been  priests,  merchants,  potters,  blacksmiths,  carpenters,  bar- 
bers, leatherworkers,  and  sweepers.  These  days  some  of  the  villagers  may 
also  be  schoolteachers,  bus  drivers,  or  mill  workers,  or  may  hold  other  new 
occupations.  These  occupations  which  are  not  traditional  put  some  strain  on 
the  caste  system,  which  does  not  have  a ready-made  place  for  them, 
j We  shall  call  the  potters,  blacksmiths,  carpenters,  barbers,  leatherworkers, 
land  sweepers  collectively  the  service  castes.  Most  of  the  cultivable  land  sur- 
rounding the  village  is  usually  owned  by  two  or  three  of  the  castes,  and  we 
shall  refer  to  these  as  the  land-owning  castes. 

The  land-owners  are  usually  among  the  highest  castes  in  the  village.  The 
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families  of  the  service  castes  have  long-term  economic  relationships  with 
particular  families  of  the  land-owners.  Thus,  each  land-owner  gets  the 
earthen  pots  for  his  family’s  needs  from  a particular  potter  family,  his  plough- 
share from  a particular  blacksmith,  the  doors  and  windows  for  his  house 
from  a particular  carpenter,  and  so  on.  The  land-owner  does  not  pay  for  these 
immediately.  Instead,  at  harvest  time,  when  his  crop  is  gathered,  the  families 
of  the  service  castes  come  to  him  and  he  pays  them  in  standard  measures  of 
grain  and  other  produce  from  his  land  in  return  for  all  the  services  he  has 
received  during  the  preceding  months.  The  villagers  of  northern  India  call 
this  system  of  economic  relationships  the  jajmani  system. 

Nowadays  a land-owner  may  pay  for  some  modern  services  in  cash.  If  a 
carpenter  is  asked  to  make  a table  and  some  chairs,  the  parties  are  likely  to 
agree  on  a cash  payment  for  this.  But  the  land-owners  can  get  the  services 
required  for  their  agricultural  work  and  for  their  routine  family  needs 
through  the  arrangements  within  the  jajmani  system. 

A very  important  part  of  the  caste  system  is  the  manner  in  which  it  regulates 
marriages.  When  a girl  reaches  marriageable  age,  her  parents  begin  to  search 
for  a suitable  husband  for  her.  In  northern  India  a man  may  not  marry  a girl 
of  his  own  village.  She  must  come  from  another  village.  She  must  also  be  of 
his  own  caste.  The  castes  are  endogamous,  requiring  marriages  within  the 
group,  but  the  village  is  exogamous,  requiring  marriage  outside  the  village. 

North  Indian  women  at  the  village  well. 
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To  summarize,  the  caste  system  is  a hierarchical  arrangement  of  endoga- 
mous  groups  linked  to  each  other  through  long-term  jajmani  economic 
relations. 

i This  social  system  receives  strong  support  from  the  Hindu  religion.  Accord- 
ing to  Hinduism,  a human  being  has  a body  and  a soul.  At  death,  only  the 
body  dies;  the  soul  survives  and  is  later  reborn  in  another  life.  In  the  next  life, 
!a  person  may  be  born  as  a Brahman  or  as  an  animal;  or  he  may  be  born  with 
a different  nationality.  The  exact  kind  of  life  one  is  born  into  depends  upon 
one’s  actions  in  the  previous  life.  Someone  who  has  done  good  actions,  such 
as  being  charitable,  religious,  respectful  towards  parents,  and  a conscientious 
jperformer  of  his  caste  duties,  will  be  rewarded  and  will  be  born  into  a high 
caste  as  a wealthy  man.  Someone  who  has  misbehaved  will  be  punished  and 
will  be  reborn  as  a low-caste  person  or  an  animal. 

The  villagers  in  India  generally  accept  these  ideas.  They  learn  them  when 
:they  are  very  young.  For  example,  a five-year-old  high-caste  boy  knows  that 
;he  is  superior  to  a sweeper  child,  and  if  the  sweeper  tries  to  enter  the  kitchen 
of  the  high-caste  boy,  the  latter  may  order  him  not  to.  The  sweeper  boy  may 
ask  his  parents  why  he  cannot  enter  the  kitchen  of  the  high-caste  family,  and 
he  is  likely  to  be  told:  “Because  you  are  of  a low  caste,  owing  to  your  bad 
actions  in  your  past  life.” 

In  recent  years  in  India,  many  urban  people  and  especially  many  of  India’s 
Igreat  leaders  like  Gandhi  and  Nehru  have  condemned  these  ideas  and  have 
said  that  all  human  beings  are  born  the  same  and  that  no  one  should  be  dis- 
i:criminated  against  because  of  his  birth.  Most  villagers,  however,  ignore  these 
Inew  ideas.  The  higher-caste  people  find  it  possible  to  maintain  the  old  ideas 
j'because  they  own  nearly  all  the  land  of  the  village.  The  lower  service  castes 
llare  dependent  on  the  land-owners  for  their  livelihood.  If  the  lower  castes 
I'protest  against  the  dominance  of  the  higher  ones,  the  land-owners  can  punish 
|them  by  denying  them  opportunities  for  work.  Collectively,  by  maintaining 
their  dominance  within  the  framework  of  the  caste  system,  the  land-owners 
can  make  the  service  castes  work  on  their  land  for  very  low  costs. 

We  see,  then,  that  there  are  religious  and  economic  reasons  contributing  to 
lithe  maintenance  of  the  traditional  caste  system  in  village  India, 
j;  We  have  discussed  the  nature  of  authoritarian  political  systems  in  an  earlier 
Sjchapter.  The  caste  system  of  India  is  a highly  authoritarian  social  system, 
jlndividuals  growing  up  in  authoritarian  social  systems,  which  require  that 
they  dominate  other  individuals  or  submit  to  other  individuals  entirely, 
develop  a particular  kind  of  personality.  Psychologists  call  it  the  authori- 
tarian personality.  The  authoritarian  personality  finds  it  difficult  to  invent 
new  things,  create  new  ideas,  or  even  borrow  other  people’s  new  ideas.  With 
The  old  and  the  familiar  he  feels  secure;  with  the  new  and  the  strange  he  feels 
/insecure.  The  authoritarian  personality  feels  particularly  insecure  in  taking 
the  risks  entailed  in  all  innovations. 
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READING  NUMBER  NINE:  THE  EMBU  OF  KENYA 


We  have  seen  how  the  forces  of  tradition  in  village  India  inhibit  innovations 
within  the  society  and  how  they  also  inhibit  the  borrowing  of  innovations 
from  the  cities  and  from  such  government  agencies  as  the  Community 
Development  Program.  It  is  interesting  to  contrast  this  with  another  society 
where  the  rate  of  change  in  recent  decades  has  been  rapid.  Such  a society  is 
that  of  the  Embu,  who  live  on  the  south-eastern  slopes  of  Mt.  Kenya.  While 
the  caste  system  shapes  the  life  of  thousands  of  villages  in  India,  the  societies 
of  Africa  have  had  a much  greater  variety  of  structures.  Therefore  the  follow- 
ing account  of  the  Embu  cannot  be  generalized  to  apply  to  other  parts  of 
Africa. 

Although  the  Embu  live  close  to  the  equator,  their  sloping  land  lies  between 
4,500  and  7,000  feet  above  sea  level.  This  gives  them  a temperate  climate. 
Rainfall  varies  greatly  from  one  year  to  another— from  about  25  to  80  inches 
a year— and  its  distribution  within  a year  is  irregular,  too.  Consequently  the 
Embu  and  their  neighbours,  the  Cuka,  Mbeere,  Kikuyu,  and  others,  used  to 
face  severe  drought  and  famine  every  few  years.  When  a famine  hit  one  area, 
its  people  moved  in  large  numbers  to  a neighbouring  area  which  was  known 
to  have  had  more  rain.  Famine  refugees  were  generally  received  in  a friendly 
manner  and  were  sold  food  in  return  for  cattle  or  sheep  that  they  brought 
with  them. 
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Location  of  the  Embu  tribe. 


British  colonial  administration  was  established  in  Embuland  in  1906. 
Before  colonial  rule  began,  Embu  society  was  what  anthropologists  call 
acephalous  (a-  = without,  -cephalous  = having  a head).  They  did  not  have  a 
King  or  Chief  or  Head  of  any  kind.  The  most  important  group  in  Embu 
society  lived  within  a homestead.  It  included,  perhaps,  a father,  his  sons, 
some  grandsons,  their  wives,  and  their  children.  Altogether,  a homestead 
contained  some  thirty  to  fifty  persons,  though  some  were  smaller.  Within  the 
homestead  the  older  men  exercised  authority  and  control  over  the  others,  but 
the  members  of  a homestead  were  not  subject  to  the  authority  of  anyone 
outside.  If  a man  stole  food  from  someone  else’s  field  or  refused  to  pay  a debt, 
the  aggrieved  party  could  ask  the  older  men  of  the  area  to  assemble  and  hear 
the  dispute.  These  elders  would  hear  the  dispute  and  pronounce  a verdict,  but 
if  the  culprit  refused  to  make  amends,  neither  the  elders  nor  anyone  else  could 
force  him  to  accept  the  verdict.  In  this  sense,  the  Embu  society  had  no  Head. 
Nevertheless,  the  society  was  not  lawless.  The  Embu  people,  like  all  other 
peoples,  had  strong  ideas  or  norms  concerning  the  right  and  wrong  ways  of 
behaving.  If  a man  violated  these  norms  persistently,  he  might  be  punished 
by  the  fellow  members  of  his  homestead.  If  he  were  to  kill  someone  he  would 
either  have  to  pay  several  head  of  livestock  in  compensation  or  face  the 
prospect  of  being  killed  in  revenge. 

The  average  homicide  rate  among  the  Embu  around  1900  was  several  times 
the  homicide  rate  in  Canada  around  1960.  A major  additional  source  of  per- 
sonal insecurity  came  from  raids  by  neighbouring  peoples,  especially  the 
Kikuyu,  aimed  at  capturing  livestock  and,  occasionally,  women.  The  Embu 
also  raided  the  neighbouring  peoples  for  like  purposes.  These  raids  were 
carried  out  by  warriors,  young  men  who  were  circumcised  at  adolescence  and 
at  that  time  became  members  of  age-sets  with  their  age-mates.  Age-sets, 
which  included  members  from  many  homesteads,  used  to  organize  dances  for 
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young  men  and  women,  raids  by  the  young  men  on  neighbouring  peoples,  and 
the  defence  of  Embu  lives  and  livestock  against  raids  by  neighbouring  peoples. 

When  the  Embu  warriors  went  on  raids  to  neighbouring  lands,  they  were 
led  by  a few  experienced  elders  who  had  gone  on  many  raids  before.  Other 
elders  were  believed  to  be  especially  skilful  at  conducting  the  right  ceremonies 
for  ensuring  rain,  or  divining  the  cause  of  sickness  or  misfortune  and  pro- 
viding the  appropriate  cures,  or  hearing  disputes  and  giving  sound  verdicts. 

The  situation  in  Embuland  has  changed  much  in  the  last  sixty  years.  Soon 
after  the  colonial  government  established  central  control  over  Embuland,  its 
British  officers  appointed  local  Embu  men  to  be  Chiefs  and  other  men  to  be 
the  Chiefs’  helpers.  The  experience  of  living  under  men  with  authority, 
derived  from  the  colonial  government  in  this  case,  was  new  for  the  Embu,  but 
over  the  years  they  have  become  used  to  it.  An  Anglican  mission  was  estab- 
lished, and  introduced  many  innovations— conversion  to  Christianity,  the 
reading  of  the  Bible  in  translation  in  the  Embu  language,  the  use  of  Western 
medicines,  schools  and  formal  education.  Although  the  Embu  have  peri- 
odically resisted  external  attempts  to  change  their  customs,  on  the  whole  they 
have  accepted  Western  ways  enthusiastically. 

Perhaps  the  most  important  single  influence  contributing  to  modernization 
among  the  Embu  was  the  introduction,  around  1934,  of  coffee  as  a cash  crop. 
The  climate  of  Embu  country  is  especially  suitable  for  the  production  of  high- 
quality  coffee  for  export  to  Europe  and  North  America.  When  the  government 
introduced  the  coffee  plant  into  the  Embu  area,  the  initial  response  of  the 
people  was  unenthusiastic.  Only  a few  men  agreed  to  work  on  the  new  plant. 
But  the  coffee  beans  brought  rather  good  prices,  and  many  others  followed 
over  the  years.  By  the  late  1940’s  the  number  of  growers  was  large  enough  for 
the  government  to  sponsor  the  formation  of  co-operative  societies  of  the 
coffee  growers.  For  nearly  fifteen  years  government  officials,  usually  British, 
continued  to  oversee  the  co-operatives  and  the  coffee  growers.  Over  this 
period  the  co-operatives  grew  stronger,  increasing  their  turnover,  providing 
more  services  for  their  members  (such  as  spraying  coffee  trees  with  pesticides, 
and  selling  members  corrugated  iron  sheets  for  roofs  for  their  homes),  and 
reducing  the  amount  of  supervision  required  from  government  officials.  In 
1960-61  one  co-operative  with  about  3,200  members  sold  over  half-a-million 
dollars’  worth  of  coffee,  and  further  dramatic  increases  in  production  were 
imminent. 

The  coffee  crop  and  the  co-operative  societies  have  proved  to  be  valuable 
for  the  Embu  in  various  ways.  First,  the  substantial  cash  incomes  have  enabled 
them  to  build  themselves  better  houses  with  better  furniture  than  before,  to 
send  nearly  every  child  to  school  for  at  least  a few  years,  and  to  make  the 
necessary  investments  for  learning  a wide  range  of  skills.  One  now  meets 
Embu  carpenters,  shoemakers,  masons,  shopkeepers,  and  entrepreneurs.  The 
co-operatives  themselves  are  fairly  large-scale  organizations,  responsible  for 
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receiving  the  growers’  beans,  washing  and  grading  them,  transporting  them 
to  the  railhead,  and  distributing  the  income  to  the  members.  The  experience 
of  running  these  complex  institutions  has  been  invaluable  for  the  many  Embu 
jwho  have  moved  from  the  co-operatives  into  a political  party,  the  civil 
, service,  or  private  business.  Finally,  with  the  success  of  coffee  as  a cash  crop, 
the  Embu  have  been  much  more  willing  to  try  other  new  ideas,  such  as 
growing  tea  or  pyrethrum,  using  artifical  insemination  to  improve  the  quality 
of  their  livestock,  and  buying  superior  quality  livestock  from  the  government. 

In  concluding  this  discussion,  we  may  note  some  of  the  factors  that  appar- 
ently shape  the  response  of  a society  to  stimuli  for  change.  The  Embu  example 
suggests  that  if  the  physical  environment  is  such  that  the  adoption  of  new 
jideas  will  yield  high  rewards,  the  incentive  for  change  is  greater.  The  new 
“ideas  must  be  suitable  not  only  to  the  physical  environment  but  also  to  the 
level  of  skills  available  in  the  society.  Also,  there  must  be  at  least  some 
'•individuals  within  the  society  who  are  willing  to  take  risks  and  try  out  the 
' new  ideas.  Here  the  personality  types  and  the  nature  of  the  social  structure 
^are  important,  for  authoritarian  personalities  and  authoritarian  social  struc- 
Itures  both  resist  innovations. 

5 It  must  be  remembered  that  the  process  of  modernization  is  a continuing, 
long-term  one.  If  a society  has  within  it  individuals  and  groups  who  are 
, willing  to  experiment  with  all  new  ideas  relevant  to  the  society’s  needs,  instead 
^of  rejecting  them  merely  because  they  go  against  tradition,  that  society  finds 
i'the  process  of  modernization  relatively  easy.  The  Embu  society  before 
• colonization  was  primitive  by  many  standards  compared  with  a North  Indian 
j village;  but  in  terms  of  its  willingness  and  ability  to  adopt  new  ways  it  was 
jless  traditional. 

I Summary 

Tn  these  readings  we  have  described  a village  in  northern  India  and  the 
l Embu  society  of  Kenya.  The  traditional  caste  system  in  the  Indian  village  is 
still  strong,  resting  on  both  religious  and  economic  foundations,  and  it  is  a 
■;  barrier  to  change.  The  Embu  were  less  strongly  committed  to  their  old  way 
|‘  of  life  and  have  adopted  new  ways  with  relative  ease  and  enthusiasm. 

Questions  for  Discussion 

s 1.  Prepare  a discussion  of  North  American  Indians  and  their  adjustments  to  con- 
' quest  by  Europeans. 

2.  Is  traditional  society  democratic,  or  dictatorial,  or  neither? 
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Political  and  Economic  Problems 
oj  Underdeveloped  Countries 


The  Underdeveloped  Countries 

The  “underdeveloped  countries”  are  the  poor  countries.  The  word  “under- 
developed” obviously  does  not  refer  to  their  cultures,  for  they  often  have 
remarkable  achievements  to  their  credit,  and  some— China,  for  instance- 
have  had  mature  and  brilliant  civilizations  for  thousands  of  years.  “Under- 
developed” means  “economically  underdeveloped”;  the  economies  of  under- 
developed countries  provide  a miserably  low  material  standard  of  living  for 
most  of  their  people.  There  are  relatively  underdeveloped  areas  even  in  the 
rich  countries.  Southern  Italy,  parts  of  Canada’s  Maritimes,  and  parts  of  the 
South  in  the  United  States  are  examples.  But  underdevelopment  is  much  more 
widespread  and  severe  in  the  countries  of  Asia,  Africa,  and  Latin  America. 

In  talking  about  a large  number  of  countries  in  different  continents,  gen- 
eralizations are  very  likely  to  be  incorrect.  The  generalizations  offered  in  this 
chapter  should  be  treated  as  questions,  not  answers,  about  what  has  been 
happening  in  any  specific  underdeveloped  country. 

Two-thirds  of  the  world’s  people  live  in  Africa,  Asia,  and  Latin  America. 
They  produce  less  than  one-fifth  of  the  world’s  income.  Statistical  compari- 
sons between  the  rich  and  the  poor  countries  are  only  rough  approximations, 
but  the  annual  income  per  person  is  estimated  to  be  under  $100  in  many  of 
the  underdeveloped  countries,  under  $300  in  all  of  them,  compared  with 
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about  $2,000  in  Canada.  Such  poverty  is  a vicious  trap.  It  means  illiteracy, 
j undernourishm^ent,  miserable  housing,  little  medical  care,  widespread  disease, 

I a short  life  expectancy,  and  a general  insecurity  which  breeds  fear  and 
I sometimes  violence.  And  all  these  consequences  of  poverty  are  causes  of 
' continuing  poverty. 

The  “Revolution  of  Rising  Expectations” 

The  “revolution  of  rising  expectations”  is  one  of  the  most  important  phenom- 
I ena  of  the  20th  century.  The  term  refers  to  the  upsurge  of  nationalism  among 
!the  peoples  of  Asia,  Africa,  and  Latin  America,  and  to  the  strengthening  of 
i!  their  ambition  for  political  independence.  And  it  refers  especially  to  the 
I increasing  insistence  of  their  demand  for  economic  and  social  advancement. 

^ The  poor  countries’  growing  demand  for  economic  progress  comes  partly 
I from  their  observation  of  it  elsewhere.  Europe  and  the  United  States,  and 
[ more  recently  Japan  and  the  Soviet  Union,  have  demonstrated  the  possibilities 
I of  progress.  The  underdeveloped  countries  have  learned  of  this  experience  in 
I various  convincing  ways.  Colonialism  brought  direct  evidence  of  Western 
! wealth  and  power  to  whole  populations.  Improved  transportation  and  com- 
! munication  bring  more  evidence  of  it.  Many  of  the  leaders  of  the  under- 
I developed  countries  have  lived  and  studied  at  the  universities  in  the  developed 
countries,  including  the  Soviet  Union. 

Political  independence  has  led  to  increasing  concern  for  economic  progress. 
Independence  itself  was  the  overriding  objective  before  it  was  achieved.  Now 
ii  self-government  has  been  widely  won.  The  new  rulers  need  new  objectives  to 
! maintain  popular  support.  Economic  progress  is  an  obvious  one,  especially 
I as  the  leaders  of  the  struggles  for  independence  often  promised  greater 
j prosperity  as  one  of  its  rewards.  Even  apart  from  the  promises  of  their 
,i  leaders,  the  populations  of  former  colonies  naturally  expect  more  from  their 
own  independent  government  than  they  did  from  a colonial  administration. 

; Poverty  and  economic  progress  are  major  political  issues  in  most  of  the 
1 former  colonies  and  possessions. 

The  rivalry  between  the  Soviet  Bloc  and  the  West  has  contributed  to  the 
' rising  expectations  of  many  of  the  poor  countries.  This  rivalry  has  impelled 
' each  side  to  advertise,  with  propaganda,  education,  and  aid,  the  advantages 
' of  its  own  system.  Whether  or  not  the  recipients  have  been  persuaded  in 
I favour  of  a particular  system,  they  have  certainly  been  made  more  aware 
that  economic  progress  is  somehow  possible. 


Requirements  for  Economic  Progress 

I How  can  the  people  of  the  poor  countries  raise  their  standard  of  living?  In 
[ other  words,  how  can  they  come  to  produce  more  per  capita?  The  require- 
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ments  for  greater  productivity  are  easy  enough  to  list,  however  difficult  they 
may  be  to  achieve. 

Six  items,  if  each  of  them  is  defined  broadly  enough,  are  the  foundations  of 
economic  progress.  Three  of  them  are  the  economy's  resources— land,  labour, 
and  capital.  The  other  three  refer  to  the  way  in  which  the  resources  are  used. 
They  are  technology,  enterprise,  and  social  environment.  Increases  in  the 
quantity  or  improvements  in  the  quality  of  these  six  are  the  requisites  of 
economic  progress. 


Land 


Most  of  the  poorer  nations  lie  wholly  or  partly  in  the  non-temperate  zones. 
This  seems  to  imply  a relationship  between  climate  and  economic  underde- 
velopment. An  adverse  climate  (extremes  of  heat  or  cold  or  drought  or 
rainfall)  certainly  is  unfavourable  to  production.  Besides  having  an  unfavour- 
able climate,  some  of  the  poor  countries  are  only  meagrely  endowed  with 
minerals  and  other  natural  resources. 

This  does  not  mean  that  underdevelopment  can  be  explained  by  geographic 
conditions  alone  or  even  primarily.  Much  can  be  done  to  overcome  an 
apparently  unfavourable  climate  and  to  increase  the  economic  value  of 
apparently  meagre  natural  resources.  Irrigation,  pest-control,  air-condition- 
ing, storage  facilities,  railway  construction,  the  use  of  fertilizer— these  are 
only  a few  of  the  possibilities.  Western  Canada’s  wheat  land  would  still  be 
worthless  without  the  railways,  the  knowledge  of  the  techniques  of  dry  farm- 
ing, or  the  existence  of  specially  adapted  crop  varieties.  The  accumulation  of 
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|i  capital  and  the  improvement  of  technology  can  overcome  climatic  problems 
1 1 and  can  increase  the  usefulness  of  natural  resources. 

ll 

11  Labour 

i|  The  underdeveloped  countries  with  a high  population  density  certainly  do 
1 1 not  need  more  people.  For  them,  population  growth  is  an  obstacle,  not  an 
;aid,  to  a higher  standard  of  living.  This  problem  is  crucially  important,  but 
I' so  well  known  that  we  do  not  need  to  elaborate  on  it  here. 

,j  But  improvement  of  the  quality  of  labour  is  a source  of  economic  growth 
I in  any  country.  This  means  improvements  in  nourishment  and  housing  and 
;i  medical  care,  to  increase  the  vitality  of  the  workers  and  to  lengthen  their 
l' working  lifetimes.  It  means  more  and  more  education  to  provide  all  the 
I productive  skills,  including  the  fundamental  one  of  literacy.  These  improve- 
I ments  depend  on  the  more  productive  use  of  land  to  provide  more  food;  on 
:j’the  accumulation  of  capital  in  the  form  of  housing,  schools,  hospitals,  and 
('equipment;  and  on  improvements  in  technology,  in  agriculture,  in  medicine, 
j and  in  education. 

1 Capital 

I’  Capital— all  those  man-made  things  useful  in  production— can  be  acquired 
j only  by  sacrifice.  If  resources  are  used  now  to  produce  capital  they  cannot  be 
used  to  produce  consumer  goods.  The  capital  produced  now  increases 
j,  production  in  the  future,  but  the  vicious  circle  of  poverty  makes  it  extremely 
I;  difficult  to  sacrifice  present  consumption  for  future  gains. 

Loans  or  gifts  from  other  countries  are  one  solution.  However,  these  have 
l|  generally  been  relatively  small,  compared  with  the  needs  and  ambitions  of  the 
I poor  countries.  The  poor  countries  have  to  rely  mainly  on  their  own  resources 
; for  capital  accumulation.  How  can  they  restrain  consumption  to  permit  more 
( production  of  capital?  There  are  plenty  of  techniques  available,  including 
i taxation  and  measures  to  prevent  wage  increases.  But  however  necessary 
! such  measures  are,  it  is  extremely  difficult  to  impose  them  on  a population 
'■  already  living  at  miserably  low  levels  of  consumption. 

! Technology 

I Technology  is  all  the  knowledge  which  is  useful  in  production.  Technology 
itself  has  no  physical  existence,  since  it  consists  of  ideas,  but  it  is  embodied 
in  capital  and  in  ways  of  doing  things.  A wheel  is  a piece  of  capital;  knowledge 
of  how  to  use  one  is  part  of  technology. 

I Improvements  in  technology,  and  application  of  the  improvements,  are 
powerful  aids  to  economic  progress.  However,  these  processes  are  costly. 
The  underdeveloped  countries  have  access  to  modern  Western  technology, 
j but  it  is  costly  to  send  large  numbers  of  students  to  the  West  to  learn  it  (or  to 
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import  large  numbers  of  teachers  from  the  West).  Western  technology  often 
has  to  be  adapted  to  the  different  conditions  of  particular  countries,  and  this 
requires  costly  research.  To  be  fully  effective,  technology  has  to  be  embodied 
in  capital  equipment  and  in  people;  this  requires  production  of  more  capital 
and  costly  mass  education. 

Enterprise  and  Social  Environment 

Enterprise  is  the  disposition  to  undertake  difficult,  untried,  and  risky  projects. 
It  may  come  from  private  businessmen  or  from  the  government  or  from  both. 
It  clearly  has  to  come  from  somewhere  if  economic  progress  is  to  be  achieved. 

“Social  environment”  includes  a great  many  things.  It  refers,  for  one  thing, 
to  the  political  circumstances  of  a country.  Stable  government  is  important  to 
economic  progress;  otherwise  the  nation’s  energies  and  resources  may  be 
drained  into  internal  political  struggles  and  upheavals,  including  civil  war. 
Social  environment  also  refers  to  the  philosophy  and  attitudes  of  the  people. 
In  many  traditional  societies,  religious,  military,  and  scholarly  pursuits  were 
respected  and  commercial  activities  were  relegated  to  the  lowest  position  on 
the  social  scale.  These  attitudes  inhibit  economic  progress.  Social  arrange- 
ments, such  as  the  caste  system,  which  reduce  the  mobility  of  labour  among 
occupations,  also  inhibit  the  changes  necessary  to  growth.  We  have  already 
mentioned  the  need  for  education  to  impart  mass  literacy  and  technical  skills. 
Now  we  see  the  need  for  another,  even  more  difficult,  kind  of  education,  to 
change  the  attitudes  and  beliefs  of  the  people  in  ways  conducive  to  economic 
progress.  This  need  not  mean  the  wholesale  imposition  of  modern  Western 
values.  But  it  does  mean  destruction  of  some  traditional  values  and  arrange- 
ments and  their  replacement  by  new  ones  which  may  be  unpredictable  in 
their  nature  and  effects. 

The  Political  System  and  Economic  Development 

The  underdeveloped  countries  can  learn  something  about  the  politics  of 
development  from  the  history  of  Western  Europe  and  North  America,  where 
economic  development  first  began.  However,  they  cannot  simply  try  to  copy 
Western  history,  because  their  circumstances  are  different. 

For  one  thing,  the  process  of  modernization  in  the  West  took  place  around 
Western  philosophy  and  values.  The  process  in  other  areas  must  take  account 
of  the  values  in  those  areas.  Christianity,  communism,  fascism,  liberalism, 
free  enterprise,  socialism,  nationalism,  imperialism— these  have  been  crucial 
forces  in  Western  history,  but  they  may  not  have  appeal  or  even  relevance 
in  the  emergent  nations. 

For  another  thing,  modernization  in  the  West  was  gradual.  Very  approxi- 
mately, it  took  three  centuries,  from  1500  to  1800,  to  lay  the  foundations  for 
the  rapid  economic  growth  which  has  since  occurred.  Egalitarian  ideas  grew 
slowly,  too,  and  generally  did  not  run  ahead  of  the  creation  of  a society 
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Western  technology  brought  irrigation  to  the  Gezira,  in  the  Sudan,  by  means 
of  canals  such  as  the  one  shown  above.  Other  countries  with  similar  problems 
i may  have  neither  the  capital  nor  the  technology  to  undertake  such  massive 

projects. 


i wealthy  enough  to  provide  for  the  welfare  of  all.  In  the  underdeveloped 
' countries,  modernization  must  be  rapid.  The  ambitions  of  these  peoples  have 
I already  undergone  the  transformation  that  took  three  centuries  in  the  West; 
they  demand  a comparably  rapid  growth  of  achievements. 

Another  special  problem  in  many  of  the  underdeveloped  countries  is 
I national  disunity.  The  boundaries  of  many  new  countries  in  Africa  were 

I determined  by  the  accidents  of  European  imperialism,  without  much  thought 
to  cultural  unity.  India  contains  a great  diversity  of  languages  and  cultures. 
By  contrast,  the  Western  nations  had  achieved  considerable  internal  unity 
I;  before  their  rapid  economic  development  began. 

] 'I  Yet  another  problem  of  rapid  economic  development  is  that  it  upsets  many 
jf  traditions  and  ways  of  life.  The  transformation  to  a modern  nation  state 
I : brings  changes  in  cultural  values,  religious  standards,  the  stability  of  village 
life,  and  the  relationship  of  young  people  to  old.  These  changes  are  facilitated 
|]  by  the  growth  of  cities  and  the  movement  of  people  out  of  rural  life,  and  by 
j'  the  improvement  of  communications  and  transportation.  While  many  in  the 
population,  especially  the  young  people,  welcome  these  changes,  others 
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deplore  them.  The  government  has  to  encourage  these  changes  if  it  is  to 
encourage  development.  It  may  have  to  take  steps  which  meet  strong  dis- 
approval. For  example,  it  may  have  to  attack  the  class  or  caste  system,  or 
resettle  villages,  or  carry  out  land  reforms.  Fundamental  social  changes  of 
this  nature  caused  enough  dissension  in  Western  countries  when  spread  over 
a few  centuries.  They  are  an  enormous  political  problem  in  a country  which 
aims  to  complete  them  in  a few  years. 

When  order  in  these  countries  is  not  secured  by  some  system  which  guar- 
antees a powerful  government,  it  often  happens  that  the  country’s  strength 
is  sapped  by  constant  political  struggle.  We  have  seen  examples  of  this  for  a 
century  in  Latin  America,  and  more  recently  in  newer  countries  like  Indonesia. 
Also,  rapid  development  in  the  face  of  colossal  problems  requires  the  imposi- 
tion of  a fairly  strong  discipline  and  stringent  sacrifices  upon  the  masses  of 
the  people.  Both  the  Soviet  Union  and  Japan  have  demonstrated  that  consid- 
erable development  can  be  achieved  in  a few  generations  in  this  way. 

It  is  not  surprising,  therefore,  that  the  political  systems  fashioned  by  the 
leaders  of  the  underdeveloped  countries  have  not  been  exact  copies  of 
Western  democracies.  Instead,  these  leaders  have  tried  to  reduce  the  possi- 
bilities of  wasteful  political  competition  and  to  limit  the  opportunities  for 
internal  dissension.  They  might  argue  that  their  countries  face  problems 
similar  to  the  challenge  of  war.  In  wartime,  even  a democratic  country  usually 
forgets  its  domestic  debates  and  closes  ranks  against  the  enemy.  The  struggle 
against  poverty  is  as  harsh  and  urgent  as  war,  and  as  demanding  of  sacrifice, 
discipline,  and  unity.  For  these  reasons,  political  systems  have  been  develop- 
ing which  are  not  democratic  by  Western  standards.  There  are  one-party 
systems,  as  in  China.  There  are  systems  where  several  parties  are  permitted 
but  one  party  maintains  its  dominance  by  more  or  less  undemocratic  devices. 
For  example,  the  ruling  Congress  Party  in  India  makes  careful  use  of  the 
undemocratic  Western  device  of  setting  constituency  boundaries  in  ways 
favourable  to  itself.  There  are  military  dictatorships,  as  in  Pakistan,  Iraq, 
Burma,  and  Egypt. 

All  this  is  not  to  suggest  that  authoritarian  government  is  necessary  for 
rapid  economic  progress.  Some  emergent  countries  have  plenty  of  natural 
resources  for  their  population.  Venezuela  and  the  oil-rich  countries  of  the 
Persian  Gulf  are  examples.  They  cannot  use  hardship  as  a ground  for  develop- 
ing undemocratic  political  systems.  Other  countries— for  example,  Egypt— 
have  a high  degree  of  national  unity.  These  do  not  need  an  authoritarian 
government  to  prevent  religious,  ethnic,  or  tribal  groups  from  engaging  in  the 
destructive  conflict  that  marks,  for  instance,  Nigeria  or  Malaysia. 

Nor  should  we  assume  that  authoritarian  government  will  necessarily 
ensure  economic  development.  With  increasingly  restless  populations,  it  does 
seem  to  be  more  and  more  difficult  for  even  a dictatorship  to  survive  unless  it 
produces  some  economic  progress;  but  an  authoritarian  government  is  at 
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)j  I least  as  prone  as  any  to  divert  resources  into  military  power,  extravagant 
embassies,  personal  fortunes,  or  other  alternatives  to  development, 
i ! Finally,  we  should  not  assume  that  a one-party  system  is  necessarily  devoid 
of  democracy.  The  basic  theory  of  these  systems  in  the  new  countries  is  that 
1 1 the  parry  and  thrust  of  conflicting  ideas  should  operate  within  the  one  party 
i rather  than  between  two  formal  parties.  In  this  way,  popular  opinion  can  be 
expressed  while  the  danger  is  reduced  that  conflicting  ethnic  groups  may 
V;  organize  formally  into  bitterly  opposing  factions.  The  Congress  Party  in 
t'il  India  provides  a good  example  of  this  principle  in  action.  It  is  not  the  only 
I party  in  the  country,  but  it  has  formed  the  national  government  without 
}|l  interruption  since  independence. 


f!  I The  Economic  System  and  Economic  Development 


The  vastness  and  the  urgency  of  their  economic  problems  makes  the  choice  of 
economic  systems  crucially  important  to  the  underdeveloped  countries. 
Obviously  they  desire  the  system  which  can  produce  results  in  the  shortest 
possible  time  without  imposing  more  sacrifice  than  the  population  will 
tolerate. 

Refugees  from  the  Congo  during  the  civil  war  there.  For  a few  years  after  it 
ij , became  independent  from  Belgium,  the  Congo  was  an  extreme  example  of  a 
country  whose  potential  was  frustrated  by  internal  conflict. 
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Private  enterprise  has  contributions  to  make  to  the  economic  growth  of  the 
underdeveloped  countries.  Private  foreign  investment  is  not  only  a source  of 
capital;  it  also  brings  with  it  modern  technology  and  yields  taxes  and  royalties. 
The  oil-rich  countries  provide  striking  examples  of  this.  Domestic  private 
enterprise  can  be  an  engine  of  growth  too,  if  there  are  people  who  are  skilful 
entrepreneurs  with  enough  wealth  to  carry  out  their  projects.  Japan  had  such 
people,  and  achieved  rapid  development  under  a system  of  private  enterprise 
supported  by  authoritarian  government.  In  certain  other  countries,  the 
wealthy  people  are  not  entrepreneurs  and  the  entrepreneurs  are  not  wealthy, 
and  private  enterprise  is  a weak  source  of  economic  growth. 

Public  enterprise  and  central  planning  also  have  contributions  to  offer  to 
economic  development,  as  the  Soviet  Union  has  impressively  shown.  Central 
planning  is  particularly  useful  in  two  respects.  First,  it  is  a device  for  increasing 
production  of  capital  at  the  expense  of  consumer  goods.  In  wealthy  countries, 
voluntary  saving  by  persons  and  businesses  is  likely  to  be  adequate  to  finance 
a comfortable  amount  of  investment  in  new  capital.  In  poor  countries, 
voluntary  saving  is  very  small.  Forced  saving,  however  unpleasant,  is  neces- 
sary to  reduce  consumption  and  to  release  resources  for  the  production  of 
more  capital.  And  forced  saving  requires  some  more  or  less  elaborate  degree 
of  central  planning;  that  is,  it  requires  government  policy  aimed  at  restraining 
consumption,  by  taxes,  direct  controls,  or  other  measures.  The  second, 
especially  important,  usefulness  of  central  planning  appears  in  those  countries 
which  lack  a strong  and  numerous  group  of  private  entrepreneurs.  If  such  a 
group  is  absent,  there  is  no  alternative  to  public  enterprise  if  new  projects  are 
to  be  undertaken. 

We  have  seen  that  the  underdeveloped  countries  have  been  evolving  their 
own  political  systems,  regarding  Western  ideals  of  democracy  and  dictator- 
ship as  unsuited  to  their  circumstances.  Similarly,  they  tend  to  devise  their 
own  economic  systems,  seeking  arrangements  that  will  work,  without  much 
commitment  to  Western  ideologies  about  private  and  public  enterprise. 
(China,  of  course,  is  a major  exception  to  this  statement:  her  commitment  to 
communism  brings  her  fully  into  ideological  disputes  which  originated  in  the 
West.)  We  can  obviously  not  set  up  a general  prescription  about  the  “best” 
kind  of  economic  system  or  of  political  system  for  the  underdeveloped 
countries.  Each  country  has  to  be  considered  as  a unique  case.  But  develop- 
ment in  the  poor  countries  does  in  general  seem  to  call  for  systems  that  are 
less  democratic  and  less  reliant  on  private  enterprise  than  are  those  of  Canada 
or  the  United  States. 

Summary 

Two-thirds  of  the  world’s  people  live  in  abject  poverty.  They  have  learned, 
through  contact  with  the  developed  countries,  that  their  poverty  can  be 
overcome.  They  demand  with  growing  insistence  that  this  be  done  quickly. 


i PROBLEMS  OF  UNDERDEVELOPED  COUNTRIES 

The  requirements  of  economic  progress  are  increases  in  the  productivity  of 
I land  and  labour,  accumulation  of  capital,  improvements  in  technology  and 
[ application  of  improved  technology,  the  provision  of  enterprise,  and  creation 
jiof  a suitable  social  environment.  The  rich  countries  provide  limited  amounts 
j of  capital,  and  access  to  modern  technology.  However,  most  of  the  require- 
ments of  progress  have  to  be  met  within  the  poor  countries  themselves.  This 
'involves  the  painful  sacrifice  of  present  consumption  and  of  many  old  values 
land  traditions. 

n The  governments  of  the  poor  countries,  to  impose  these  sacrifices  and 
jji changes,  probably  have  to  be  more  authoritarian  than  the  government  of  a 
Irich  country  in  peacetime  needs  to  be.  The  economic  system  probably  has  to 
111  contain  more  central  planning  than  is  necessary  in  a well-developed,  pros- 
i'perous  price  system.  Each  underdeveloped  country  has  to  evolve  a political 
1 and  economic  system  suited  to  its  own  special  circumstances,  without  com- 
imitments  to  Western  ideas.  For  example,  we  regard  competition  among 
political  parties  as  necessary  to  democratic  government  and  thus  to  personal 
! freedom  in  Canada,  and  in  our  circumstances  this  belief  may  make  sense.  But 
I in  Nigeria,  or  the  Congo,  where  competition  among  political  parties  might 
j:  turn  into  inter-tribal  war,  a one-party  system  may  be  more  conducive  to 
I peace,  prosperity,  and  freedom. 

il  Questions  for  Discussion 
Discuss  critically  and  objectively  the  following  assertions; 

1.  “Political  parties  should  dispute  about  principles  only.  Otherwise  they  become 
regional  or  racial  groupings  that  foster  national  disunity.” 

2.  “Foreign  aid  and  authoritarian  government  are  both  helpful  to  economic 
growth.  If  a poor  country  receives  more  aid,  its  government  can  be  less  dicta- 
torial.” 

3.  “Communism  and  capitalism  are  both  Western  ideas.  Neither  of  them  has  any 
relevance  to  the  problems  of  the  rest  of  the  world.” 


VIII 


India,  China,  and  Latin  America 


READING  NUMBER  TEN;  INDIA 

Modern  India  has  a population  of  over  450  millions,  crowded  into  an  area  of 
1 V4  million  square  miles.  At  present  her  population  is  said  to  increase  at  the 
rate  of  a million  a month.  At  least  70  per  cent  of  the  people  are  engaged  in 
agriculture,  an  agriculture  which  is  the  least  productive  in  the  world  and 
which  produces  enough  to  fulfil  only  two-thirds  of  India’s  needs.  Although 
India  is  rich  in  resources,  her  industrial  capacity  is  low. 

Many  people  equate  the  survival  of  India  with  the  survival  of  democracy  in 
Asia.  They  look  upon  the  democratic  experiment  in  India  as  the  answer  to  the 
challenge  presented  by  the  communist  experiment  in  China.  For  whether 
India  and  China  think  so  or  not,  the  rest  of  the  world  has  chosen  to  regard 
them  as  two  nations  locked  in  a competition  to  see  whether  democracy  or 
communism  is  the  answer  to  the  problems  of  Asia. 

Superficially  at  least,  the  governments  of  India  and  of  China  have  much  in 
common.  Both  are  dominated  by  one  major  party  (and,  until  the  death  of 
Nehru,  by  one  man);  both  have  indicated  belief  in  socialism;  both  have 
accepted  outside  aid  in  their  struggle  to  modernize,  yet  have  dared  to  adopt 
unpopular  external  policies;  both  have  planned  economies  with  the  trappings 
of  five-year  plans  and  the  like. 

However,  the  similarities  should  not  obscure  the  basic  differences.  India 
has  free  elections;  China  does  not.  India  allows  private  competition  in  the 
economic  sector;  China  does  so  only  to  a minute  extent.  India  has  been 
indulgent  in  the  application  of  economic  controls;  China  has  been  rigorous, 
nearly  ruthless.  India  has  been  cautious  in  its  approach  to  traditional  atti- 
tudes; China  has  kept  up  a constant  pressure  against  traditional  attitudes  and 
has  sought  to  indoctrinate  her  population  thoroughly  in  the  theory  and 
practice  of  communism. 

About  two  decades  after  the  communist  victory  in  China  and  the  declara- 
tion of  Indian  independence,  all  indications  are  that  the  Chinese  approach 


126 


|;  earn  enough  money  to  buy  from  abroad,  she  must  export  goods.  To  export, 

' she  must  have  industry.  To  develop  industry  she  needs  capital.  Capital  can  be 
Ij  obtained  from  only  two  sources:  India  or  other  countries.  In  most  countries 
j;  capital  can  be  accumulated  internally  from  surplus  agricultural  production, 
i but  in  India  there  is  none.  This  leaves  the  second  source:  foreign  investment 
j and  aid.  But  India,  partly  because  of  her  policy  of  non-alignment,  has 
i received  a good  deal  less  foreign  aid  than  she  could  use,^  and,  partly  because 
I of  her  internal  socialist  policies,  has  failed  to  attract  much  foreign  investment. 
I:  After  independence  in  1947  the  Indian  Government  established  a Planning 
j Commission  to  co-ordinate  economic  development.  The  first  Five-Year  Plan, 
i as  a result,  directed  $3.89  billion  of  public  and  $3.5  billion  of  private  money 
I into  the  development  of  the  economy  over  the  years  1951-56.  Half  a billion 
li  was  in  foreign  aid.  The  first  plan  gave  priority  to  increased  agricultural 
|i  production,  development  of  railways,  development  of  water-power  projects, 
and  the  revitalization  of  rural  Indian  life.  Under  the  plan,  food  production 
increased,  most  industrial  production  quotas  were  surpassed,  and  scientific 
agricultural  knowledge  was  spread  at  the  village  level. 

j 1 On  the  average,  India  has  received  the  equivalent  of  80  cents  per  person  per  year  in  foreign  aid. 
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The  second  Five-Year  Plan,  announced  in  1956,  stated  its  objectives  as  the 
construction  of  a “socialist  pattern  of  society”  and  the  building  of  a “mixed 
economy”.  This  meant  that  the  government  would  undertake  the  promotion 
of  industries  essential  to  the  state,  while  others  would  be  left  to  private 
investment.  The  second  plan  was  more  ambitious  than  the  first.  It  called  for 
twice  the  investment  of  the  first.  Most  of  the  targets  set  were  reached,  with 
assistance  from  West  Germany,  Russia,  Britain,  and  the  United  States. 

India’s  third  Five-Year  Plan  was  introduced  in  1961.  The  announced  goal 
was  to  inject  nearly  $25  billion  of  investment  into  the  economy,  to  make 
India  self-sufficient  in  food  grains,  and  to  further  expand  India’s  industrial 
capacity.  However,  the  plan  ran  into  difficulties  because  of  the  need  to  divert 
large  sums  of  money  into  defence  projects  following  the  border  wars  with 
China  and  Pakistan.  Moreover,  India’s  population  is  increasing  at  a greater 
rate  than  anticipated  under  the  plans.  And  indeed,  although  the  previous 
plans  met  their  targets,  there  is  strong  indication  that  the  targets  were  not  set 
high  enough.  It  is  apparent  that  India  has  failed  to  keep  pace  with  her 
population  in  food  production.  Defence  costs  have  been  met  from  the 
finances  needed  for  agriculture  programs.  Rationing  has  been  introduced  in 
Indian  cities,  and  famine  is  becoming  widespread. 

Despite  her  weak  economic  condition,  India  maintains  the  political  super- 
structure of  a modern  Western  state.  Her  present  government  is  a direct 
outgrowth  of  the  period  of  British  rule.  It  represents  the  grafting  of  British- 
style  parliamentary  democracy  upon  what  was  a traditionally  disunited 
patchwork-quilt  of  independent  states.  In  fact,  Britain  did  much  to  give  India 
unity.  The  English  language  continues  to  act  as  a unifying  force  in  Indian 
society,  and  the  successors  of  the  British  Indian  Civil  Service  continue  to 
administer  the  country’s  affairs. 

The  fact  that  India  has  retained  much  from  her  British  past  should  not 
obscure  the  uniqueness  of  the  government  of  modern  India.  An  elective 
parliamentary  democracy  functioning  in  a nation  with  one  of  the  world’s 
lowest  standards  of  life  and  with  one  of  the  highest  illiteracy  rates  is  a noble 
experiment.  There  are  over  200  million  people  listed  on  Indian  electoral  rolls. 
The  Indian  constitution  outlines  a federal  system  of  government  and  defines 
the  manner  in  which  both  state  and  central  elections  are  conducted.  Many 
regulations  attempt  to  insure  honest  campaigning  on  the  part  of  candidates 
and  parties. 

Since  1947  India  has  been  developing  a political  party  system.  The  major 
party.  Congress,  dominates  both  state  and  central  parliaments.  It  is  an  out- 
growth of  the  nationalist  movement  which  brought  Indian  independence. 
The  Praja  socialists  and  communists  are  also  active  parties  on  the  national 
scene.  At  the  local  level  there  are  many  other  parties.  The  Congress  Party  has 
succeeded,  particularly  under  the  leadership  of  Nehru,  in  capturing  over- 
whelming majorities  in  national  elections.  It  has  had  to  face  little  strong 
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I opposition  from  without.  The  party  itself  is  run  by  a group  known  as  the 
Ij  Working  Committee,  which  recommends  policy.  But  although  Congress  has 
jhad  little  to  worry  it  from  without,  there  are  growing  signs  that  regionalism 
jand  factionalism  within  the  party  are  weakening  its  parliamentary  position, 
j Beneath  the  modern  political  structure  dwells  traditional  India.  To  out- 
[siders  it  is  characterized  by  the  terms  Hinduism  and  caste.  Hinduism  is  the 
dominant  religion  of  India,  claiming  some  85  per  cent  of  the  population.  It 
jlencompasses  a wide  range  of  belief:  from  abstract  intellectual  speculation, 
through  idolatry,  to  atheism.  Although  modern  conditions  tend  to  erode  the 
jcaste  system,  it  continues  as  a major  contributor  to  disunity  and  localism. 
ICaste,  along  with  regionalism,  and  the  lack  of  a common  language  (Hindi, 
ithe  most  widely  spoken  native  language,  is  spoken  by  only  about  46  per  cent 
'of  the  population)  pose  major  problems  for  the  rulers  of  India  who  seek  unity 
jof  purpose  in  meeting  the  challenge  of  modernization.  The  gap  between 
I India’s  leaders  and  their  followers  is  a wide  one,  reflected  in  some  observers’ 
[comments  that  the  present  leaders  run  the  risk  of  becoming  estranged  from 
Their  people. 

I India’s  problems  are  still  overwhelming.  The  problems  of  disunity,  over- 
I'population,  poverty,  resistance  to  change,  and  under-industrialization  remain. 
[Whether  they  can  be  overcome  without  sacrificing  the  present  democratic 
j, structure  of  India’s  government  continues  to  be  unclear. 


READING  NUMBER  ELEVEN:  CHINA 
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For  centuries  the  West  has  been  intrigued  by  China.  China,  however,  was 
noted  for  her  laek  of  interest  in  the  West,  The  Chinese,  having  developed 
independently  their  own  form  of  civilization,  were  convinced  of  their  own 
superiority  and  had  little  desire  to  learn  from  the  West.  It  came  as  a shock, 
therefore,  when  120  years  ago  “red-haired  foreign  devils”  humbled  the 
Chinese  empire  in  war.  This  defeat,  and  the  many  which  followed,  touched 
off  a reappraisal  by  the  Chinese  of  their  traditional  values  and  of  their 
attitude  to  the  West.  The  reappraisal  began  slowly,  gathering  speed  toward 
the  end  of  the  19th  century. 

Attempts  were  made  to  accommodate  the  modernity  of  the  West  within 
the  traditional  framework  of  China.  The  results  were  failures— bloody  ones. 
As  a consequence,  Chinese  revolutionaries,  such  as  Sun  Yat-sen,  advocated 
the  complete  overthrow  of  the  traditional  Chinese  social,  economic,  and 
political  structure.  In  1911  a revolution  broke  out  whieh  was  to  sweep  away 
the  traditional  authoritarian  form  of  government  by  emperor  and  to  replace 
it  with  a republic.  This  first  republican  experiment  failed.  The  previous 
system  of  government  had  not  been  favourable  to  the  development  of  strong 
political  parties  which  were  needed  to  make  the  republic  function.  The  infant 
republic  disintegrated  and  China  became  the  battleground  for  opposing 
warlords.  It  was  not  until  1949  that  a group  emerged  which  was  strong  enough 
to  reunite  the  country.  This  group  was  the  Chinese  Communist  Party  under 
the  leadership  of  Mao  Tse-tung.  % May  1950,  the  CCP  was  in  control  of  all 
China,  except  Taiwan  where  the  defeated  Nationalist  Government  (Kuo- 
mintang)  sought  refuge. 

The  problems  which  faced  China  in  1949  were  not  capable  of  being  solved 
overnight,  although  at  times  it  has  appeared  that  the  Chinese  government  has 
regarded  them  as  such.  The  major  problem  was,  and  still  is,  that  of  shifting 
the  emphasis  of  China’s  economy  from  agriculture  to  industry.  This  has  to 
be  done  with  due  attention  to  an  increasing  population  whieh  in  turn  demands 
increased  agrieultural  production.  Closely  related  is  the  problem  of  raising 
educational  standards  to  the  point  where  Chinese  can  adequately  man  the 
growing  industry  and  modernized  agriculture.  In  addition,  growing  popula- 
tion and  industrial  development  demand  vastly  improved  communication 
and  transportation  networks.  Overriding  all  these  problems  has  been  the 
need  to  retain  the  loyalty  and  enthusiasm  of  the  Chinese  people  in  carrying 
out  the  programs  designed  to  meet  the  problems. 

An  immediate  problem  which  faced  the  new  government  in  1949  was  run- 
away inflation.  The  government  met  the  inflation  by  introducing  new  taxes 
(some  of  them  in  kind),  and  by  reorganizing  the  entire  fiscal  system.  New 
money  was  introduced.  Tax  collection  was  made  more  efficient.  The  govern- 
ment took  over  control  of  banking,  and  set  up  six  trading  corporations  to 
dominate  prices  for  major  consumer  goods.  One  successful  device  to  control 
inflation  and  to  restore  confidence  was  to  express  wages  in  terms  of  goods  in 
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Wall  posters  like  these  disseminate  the  news  in  Chinese  cities. 


|;  everyday  use.  Thus  a man  whose  wage  was  expressed  as  so  much  rice,  coal, 
ji  flour,  and  cloth  would  find  that  his  money  wages  rose  in  step  with  any 
I inflationary  trend.  By  a system  of  such  devices  and  controls  the  government 
||  succeeded  in  stopping  the  inflation  by  the  middle  of  1950.  This  was  a great 
1 achievement,  which  won  confidence  among  the  people. 

The  early  years  of  the  I950’s  saw  the  reopening  of  the  railways  and  the 
expansion  of  railway  and  highway  networks.  Further  economic  recovery  was 
; aided  by  good  harvests  in  1950-52.  The  conquest  of  inflation,  good  harvests, 
j and  improving  communications  and  transportation  were  accompanied  by 
mounting  pressure  from  the  government  for  the  reallocation  of  Chinese 
resources  to  industrialization. 

' A rapid  shift  to  industry  required  greater  governmental  control  over  the 
' economy.  Therefore,  private  enterprise  was  brought  increasingly  under  gov- 
ernment control.  Through  control  of  key  industries  and  banking,  the  govern- 
i ment  was  able  to  dominate  commerce  and  production.  Industrialization, 
however,  could  not  proceed  unless  the  surplus  from  the  land  was  government- 
controlled.  This  latter  process  began  with  land  reform  in  1950.  The  reform 
lasted  until  early  1953  and  saw  the  redistribution  of  land  from  the  “enemies 
of  the  people”,  i.e.  landlords,  to  the  people.  Through  public  meetings  and 
other  steps,  the  land-poor  were  turned  against  the  land-rich.  As  a result  of 
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the  violence  which  often  occurred,  whole  communities  became  committed  to 
the  new  regime.  For  a brief  period  there  was  private  ownership  of  land  by 
the  peasants. 

The  economic  policies  were  accompanied  by  social  policies  designed  to 
bring  about  a reorganization  of  society.  China’s  traditional  emphasis  on 
ancestor  reverence  and  complex  family  relationships  had  long  been  under 
attack.  They  were  a common  target  of  reformers  of  the  late  19th  and  early 
20th  centuries.  The  new  government,  however,  was  in  a better  position  to  take 
full  action.  In  1950  a new  marriage  law  was  passed.  This  gave  women  full 
equality  with  men  in  marriage,  divorce,  and  property  ownership.  Extended 
family  ties  were  condemned  as  feudal,  and  romantic  love  as  bourgeois.  The 
Chinese  were  encouraged  to  think  of  the  family  as  composed  of  parents  and 
their  children,  without  the  traditional  parental  relations  and  elder  children’s 
families. 

The  government,  the  party,  and  the  army  form  a triumvirate  of  power  in 
China.  The  army  was  the  major  instrument  through  which  the  party  came  to 
power.  Party  membership  is  currently  about  17  million.  As  in  the  Soviet 
Union,  the  party’s  power  is  made  legal  by  the  propositions  that  the  working 
class  is  the  leader  of  the  republic  and  that  the  party  represents  the  working 
class.  The  party  organization  parallels  the  government  organization  at  all 
levels,  from  the  districts  through  the  provinces  to  the  central  government  in 
Peking.  At  the  top  of  the  party  structure  is  the  Central  Committee,  a large 
group  of  nearly  200  persons.  Supreme  power  is  in  the  hands  of  the  Political 
Bureau  of  the  Central  Committee,  a 13-member  body.  Although  government, 
party,  and  army  each  has  a separate  hierarchy  of  power,  they  are  all  held 
together  at  the  top  by  the  party’s  Central  Committee. 

To  supplement  the  governmental  structure,  the  new  rulers  have  introdueed 
institutions  of  a new  type  for  China.  These  are  mass  organizations  such  as 
the  All-China  Federation  of  Trade  Unions,  All-China  Federations  of  Demo- 
cratic Women,  of  Democratic  Youth,  of  Co-operative  Workers,  of  Literature 
and  Art,  and  so  on.  These  mass  organizations  mobilize  people  along  pro- 
fessional and  social  lines  which  cut  across  the  traditional  territorial  forms  of 
organization.  Key  posts  in  the  mass  organizations  are  usually  in  the  hands  of 
party  officials.  The  party  can  use  both  the  government  and  the  mass  organiza- 
tions to  conduct  campaigns  for  a great  variety  of  purposes,  from  the  elimina- 
tion of  flies  to  the  elimination  of  illiteracy.  Through  the  structure  of  party, 
army,  government,  and  mass  organizations  the  Central  Committee  is  able  to 
put  a great  deal  of  public  pressure  upon  the  individual.  By  these  means  the 
new  rulers  seek  to  tackle  China’s  problems. 

During  the  early  1950’s  a number  of  mass  campaigns  were  carried  out,  no 
doubt  made  easier  by  the  tensions  arising  from  the  Korean  war.  These  cam- 
paigns were  directed  against  all  sorts  of  different  things  from  American 
influence  and  Christian  missions  to  corruption,  waste,  bribery,  tax  evasion. 
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jand  the  theft  of  state  property.  In  this  way  enemies  of  the  new  state  were 
'flushed  out  into  the  open. 

I The  new  government  of  China,  having  done  what  it  could  to  change  the 
j'environment  of  the  individual,  also  sought  to  change  the  individual  himself, 
[to  make  him  dependent  upon  the  state  and  the  party.  This  was  done  through 
l“thought-reform”  courses  of  several  months’  duration.  The  individual  in  a 
study-group  might  undergo  a conversion  of  an  almost  religious  intensity. 
Thereafter  he  would  be  a zealous  supporter  of  the  party  and  its  doctrines. 

In  spite  of  the  many  internal  reforms,  much  of  China’s  progress  was  closely 
jtied  in  with  Russian  aid.  At  first  Russian  aid  was  in  the  form  of  military 
jequipment,  but  it  also  came  in  the  form  of  technical  advice  and  training. 
IThousands  of  Chinese  went  to  the  Soviet  Union  for  training  and  thousands 
lof  Russian  technicians  came  to  China.  Beginning  in  1950,  Russia  loaned 
I China  $60  million  a year  in  economic  aid.  China  in  return  shipped  raw 
jimaterials  to  Russia.  China’s  leaders  sought  to  follow  the  model  of  rapid 
[jindustrialization  set  by  Stalin  in  Russia  in  the  1930’s,  but  China  was  severely 
i' 


134 


POLITICAL  AND  ECONOMIC  SYSTEMS 


handicapped  in  that  her  level  of  industrialization  was  very  low.  Russia  in 
1900  had  more  railroad  track  per  square  mile  and  a higher  per  capita  produc- 
tion of  pig  iron,  steel,  and  cotton  goods  than  had  China  in  1952.  Russia  had 
also  one-quarter  as  large  a rural  population.  Thus  the  Soviet  model  of  indus- 
trialization which  stressed  heavy  industry  at  the  expense  of  agriculture  was 
not  suited  to  China.  This,  however,  was  not  readily  apparent  to  China’s 
leaders.  Instead  they  sought  to  gear  China  for  an  all-out  effort  in  the  field 
of  industrialization. 

In  1953  the  Chinese  government  felt  strong  enough  to  plan  both  indus- 
trialization and  the  collectivization  of  agriculture.  Industrialization  would 
involve  a period  of  austerity  and  the  necessity  of  exporting  food  to  Russia  to 
acquire  necessary  capital  equipment.  This  meant  that  more  efficient  controls 
over  agriculture  were  needed.  The  decision  was  made  late  in  1953  to  transform 
peasant  holdings  into  agricultural  producers’  co-operatives.  Initially  the 
co-operation  was  voluntary,  but  soon  collectivization  and  communization 
were  deemed  necessary  and  made  compulsory. 

Meanwhile,  in  1955,  industrial  targets  for  the  first  Five-Year  Plan  were 
announced.  Heavy  industry  was  emphasized  at  the  expense  of  consumer 
goods,  and  both  at  the  expense  of  agriculture.  The  Central  Committee  of  the 
Chinese  Communist  Party  called  for  a “great  leap  forward’’,  an  outburst  of 
productive  effort  by  the  people.  By  1957  China’s  industrial  growth  appeared 
rapid,  the  most  rapid  of  any  underdeveloped  Asian  country. 

The  enthusiasm  of  the  Central  Committee  was  reflected  in  the  party 
workers  in  the  field.  Peking  was  deluged  with  optimistic  statistics  which  en- 
couraged the  government  to  plunge  forward  more  rapidly.  But  the  attempts 
at  a surge  of  industrialization  and  the  formation  of  rural  communes  in 
agriculture  proved  to  be  too  much  too  soon.  The  intensity  of  activity  needed 
to  maintain  them  was  not  possible,  particularly  when  the  country  suffered  a 
series  of  poor  harvests  and  the  withdrawal  of  Soviet  aid.  By  the  early  1960’s  it 
was  clear  that  China  had  over-reached  herself.  Industry  stagnated;  food  was 
in  short  supply;  transportation  was  dislocated.  Clearly,  if  China  was  to 
industrialize  at  all  she  had  to  proceed  with  greater  caution. 

Caution  has  been  the  keynote  since  the  failures  which  accompanied  the 
“great  leap  forward”  and  the  commune  movement.  At  the  same  time  China 
has  sought  food  supplies  from  abroad  in  huge  wheat  purchases  from  Canada, 
Australia,  and  Argentina.  Despite  imports,  China  has  been  forced  to  re- 
emphasize the  importance  of  agricultural  production  and  to  allow  greater 
production  of  consumer  goods. 

What  of  the  future?  China’s  problems  remain  basically  the  same  as  they 
were  in  1950.  How  can  she  industrialize  an  overpopulated,  underdeveloped 
nation?  The  communists,  having  done  wonders  in  rehabilitating  the  economy 
following  the  civil  war,  have  yet  been  unable  to  provide  a short  answer.  Their 
one  attempt  at  overnight  industrialization  proved  to  be  a failure.  It  cost  the 
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regime  much  prestige;  it  brought  economic  dislocation;  and  it  took  precious 
foreign  exchange  reserves  to  pay  for  food  imports.  No  new  spectacular  goals 
have  been  set  for  the  Chinese  people.  There  appears  to  be  an  acceptance  of 
jthe  fact  that  if  China  is  to  become  a modern  industrial  nation  at  all,  it  will 
take  many  years  of  patient  sacrifice  and  steady  growth. 

Although  China  has  not  yet  attempted  another  economic  leap  forward, 
during  1966  world  attention  was  focused  upon  her  “Great  Proletarian 
Cultural  Revolution”.  All  higher  educational  institutions  were  closed  and 
youths,  ranging  in  age  from  12  to  19,  were  organized  into  groups  known  as 
“The  Red  Guards”.  They  carried  the  Cultural  Revolution  to  all  parts  of 
China.  It  will  be  some  years  before  the  exact  purpose  of  the  movement  can 
jbe  assessed,  but  it  is  clear  that  the  main  aim  is  to  maintain  the  revolutionary 
ifervour  and  the  enthusiasm  of  the  youth  of  China,  to  prevent  a return  to  the 
system  of  the  past.  It  is  as  though  Mao  Tse-tung,  before  he  dies,  wishes  to'  be 
jcertain  that  the  generations  to  succeed  him  will  be  as  dedicated  to  the  revolu- 
jtion  as  he  is.  It  can  also  be  interpreted  as  a further  step  in  Mao’s  attempt  to 
Icreate,  once  and  for  all  in  China,  a new  type  of  socialist  man. 

I In  the  past  century  the  Chinese  people  have  had  to  make  many  sacrifices. 
iThe  Chinese  communist  regime  has  gone  farther  in  the  control  of  the  indi- 
'vidual  than  any  regime  in  Chinese  history,  but  the  authoritarianism  of  its 
|rule  differs  little  from  the  traditional  form  of  government  in  China.  The  new 
China  has  accomplished  more  since  1949,  despite  failures,  than  was  ever 
dreamed  possible  in  the  old  China.  Time  will  tell  whether  or  not  the  Coni- 
imunist  Party  can  continue  to  command  the  enthusiasm  needed  to  carry  out 
continued  modernization  at  the  pace  it  wishes. 


READING  NUMBER  TWELVE:  LATIN  AMERICA 

Poverty  is  less  acute  in  Latin  America  than  in  India  or  in  China,  but  it  is  still 
severe.  Gross  national  product  averaged  about  $330  (US)  per  capita  in  1963, 
ranging  from  about  $1,000  in  oil-rich  Venezuela  to  $250  in  Brazil  and  about 
$100  in  Bolivia  and  Paraguay.  Latin  America  has  the  highest  rate  of  popula- 
tion growth  of  any  major  area  in  the  world.  At  present  rates  of  growth,  its 
population  will  increase  from  today’s  250  million  to  600  million  in  the 
year  2000. 

Poverty  and  population  explosion  are  accompanied  by  an  appalling  roster 
of  associated  problems.  General  and  technical  education  is  at  a low  level. 
The  illiteracy  rate  is  45  per  cent.  Technology  is  generally  backward.  Unem- 
ployment is  high.  Facilities  are  poor  for  marketing,  transportation,  communi- 
cation, and  credit.  Inflation  is  widespread.  Nationalism  and  resentment  of 
foreign  influence  inhibit  co-operation  with  other  countries,  including  other 
Latin  American  countries.  The  people  demand  welfare  measures  which  their 
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governments  cannot  afford.  The  trade  unions  tend  to  inhibit  progress  by 
restrictive  attitudes.  Graft  and  oligarchy  are  widespread  traditions  in  govern- 
ment and  business.  Communists  threaten  the  existing  order  with  their  belief, 
a persuasive  one  in  the  circumstances,  that  reform  and  rapid  progress  first 
require  a communist  revolution. 

We  can  discuss  only  a few  of  the  topics  raised  by  such  a maze  of  problems. 
We  will  look  at  the  questions  of  land  reform,  industrialization,  and  foreign 
trade. 

Land  reform  is  a burning  issue  in  most  of  Latin  America.  As  the  population 
grows,  so  does  the  demand  for  food,  but  land  is  not  everywhere  being  fully 
utilized.  Also,  the  present  land-holding  system  arouses  discontent  by  con- 
centrating great  wealth  and  power  in  the  hands  of  a few  land-owners. 

The  hacienda,  or  large  land-holding,  is  traditional  to  Latin  America.  It 
derives  from  the  earliest  period  of  settlement  after  the  conquest,  when  land 
was  given  out  to  Spanish  soldiers  as  a reward  for  faithful  service.  In  Guate- 
mala 516  farms  (or  0.15  per  cent  of  all  farms)  cover  41  per  cent  of  all  agri- 
cultural land.  In  Brazil,  half  of  the  farm  land  is  held  by  1.6  per  cent  of  the 
land-owners.  On  these  very  large  farms,  called  latif audios,  good  land  is  often 
under-utilized.  The  absentee  owner  can  live  well  on  the  income  from  only 
part  of  his  land,  and  he  may  neglect  the  rest  of  it.  The  popular  outcry  for  land 
reform  has  not  been  so  much  a positive  demand  for  better  land  use  as  a call  to 
destroy  the  power  and  wealth  of  the  large  land-owners. 

The  small  farms,  the  mini j audios,  are  often  so  small  that  they  cannot  pro- 
vide a minimum  living  for  a farm  family.  In  Colombia  more  than  800,000 
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farms  average  under  7 acres  in  size.  Because  of  over-use  the  minifimclios  have 
suffered  extensive  erosion  and  exhaustion  of  the  soil.  It  is  common  to  find 
minifimclios  surrounding  the  Jatifimclios  in  a symbiotic  relationship;  the  small 
farmers  frequently  hire  themselves  out  as  labourers  to  the  haciendas  to 
supplement  their  income. 

In  the  high  valleys  and  plateaus  of  the  Central  Andes,  5 or  6 million  Indians 
live  on  land  held  under  a system  which  derives  from  the  ancient  Incas,  the 
commimidad  system.  In  this  system  an  aggregation  of  extended  families  has 
collective  claim  over  a specific  land  area.  Individuals  of  the  group  obtain 
proprietary  rights  to  certain  plots  from  the  governing  council  of  the  clan. 
These  properties  may  be  disposed  of  only  within  the  group;  the  land  is  never 
lost  to  outsiders.  The  commimidad  system  in  its  present  form  represents  a 
Stagnant  type  of  agriculture.  It  gives  the  individual  Indian  little  incentive  to 
improve  his  land-holdings,  and  credit  is  not  available  to  him  even  if  he 
wishes  to  make  improvements.  But  the  system  does  offer  a secure  way  of  life, 
Jiowever  impoverished. 

! Many  other  farmers  in  the  Andes  area  work  under  the  colono  system.  A 
colono  has  a traditional  right  to  farm  a certain  parcel  of  land  on  an  hacienda, 
and  he  and  his  family  must  do  prescribed  jobs  on  the  hacienda.  Sometimes  the 
system  is  combined  with  sharecropping  or  cash  rents.  These  farmers  make  up 


Paradise  farm,  Brazil,  a coffee  plantation  of  2,500  acres. 
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Table  4 

Percentage  of  Export  Earnings  from  One  Commodity  and 
Two  Commodities  in  Latin  America,  1959 


Country 

Percentage  From 

One  Commodity 

Percentage  From 
Two  Commodities 

Argentina 

26  (meat) 

39  (meat,  wheat) 

Bolivia 

62  (tin) 

71  (tin,  lead) 

Brazil 

58  (coffee) 

64  (coffee,  cacao) 

Chile 

66  (copper) 

76  (copper,  nitrates) 

Colombia 

77  (coffee) 

92  (coffee,  petroleum) 

Costa  Rica 

51  (coffee) 

86  (coffee,  bananas) 

Cuba 

77  (sugar) 

83  (sugar,  tobacco) 

Dominican  Republic 

48  (sugar) 

65  (sugar,  cacao) 

Ecuador 

57  (bananas) 

75  (bananas,  coffee) 

El  Salvador 

72  (coffee) 

88  (coffee,  cotton) 

Guatemala 

72  (coffee) 

85  (coffee,  bananas) 

Haiti 

63  (coffee) 

80  (coffee,  sisal) 

Honduras 

51  (bananas) 

70  (bananas,  coffee) 

Mexico 

25  (cotton) 

36  (cotton,  coffee) 

Nicaragua 

39  (coffee) 

73  (coffee,  cotton) 

Panama 

69  (bananas) 

72  (bananas,  cacao) 

Paraguay 

24  (timber) 

46  (timber,  meat) 

Peru 

23  (cotton) 

38  (cotton,  sugar) 

Uruguay 

54  (wool) 

68  (wool,  meat) 

Venezuela 

92  (petroleum) 

Source:  William  Benton,  Voice  of  Latin  America,  1961,  p.  35,  quoted  in  William  Withers,  The 
Economic  Crisis  in  Latin  America  (Free  Press  of  Glencoe,  New  York,  1964),  p.  147. 


a majority  of  the  resident  labour  force  on  large  haciendas.  The  system  provides 
some  security  for  the  colono,  but  it  approaches  conditions  of  serfdom,  and  it 
does  not  give  the  colono  either  the  incentive  or  the  opportunity  to  improve 
the  productivity  of  his  land. 

The  failings  of  the  land-tenure  systems  in  Latin  America  are  not  the  only 
cause  of  agricultural  backwardness.  Technology,  capital,  and  education  are  a 
few  of  the  other  areas  of  difficulty.  Reform  of  the  land-tenure  system  is  not 
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simple.  The  large  land-owners  are  powerful.  At  all  events,  reform  does  not 
simply  mean  confiscation  of  the  haciendas  and  parcelling  them  out  to  landless 
ifarmers.  This  could  easily  reduce  agricultural  production.  Farms  of  an  efh- 
cient  size  are  needed,  and  their  operators  need  the  technical  skills,  incentives, 
land  financial  ability  to  operate  them  productively.  And  each  local  situation 
contains  its  unique  features  which  prevent  blanket  prescriptions  for  the 
iwhole  continent. 

Industrialization  requires,  first,  production  of  enough  surplus  food  to  feed 
the  industrial  population.  It  also  requires  raw  materials.  Latin  America  is 
rich  in  some  raw  materials  but  poor  in  others.  One  of  the  world’s  largest  iron 
deposits  is  in  Brazil,  but  Brazil  has  almost  no  coal.  The  whole  of  Latin 
America  has  only  0.2  per  cent  of  the  world’s  coal  reserves.  There  are  im- 
balances in  industrial  growth  as  well  as  in  natural  resource  endowments.  For 
linstance,  production  of  electric  power  is  lagging  behind  industry’s  needs. 
iAnother  bottleneck  is  the  supply  of  trained  labour.  Capital  and  education  are 
[necessary  to  remove  these  obstacles  to  industrial  progress;  but  again  the 
Vicious  circle  of  poverty  makes  capital  and  education  difficult  to  achieve. 

I Exports  earn  foreign  currency  which  can  be  used  to  import  machinery  and 
other  capital  equipment.  Traditionally  Latin  America  has  exported  wheat, 
wool,  and  meat  from  the  mid-latitude  countries,  and  sugar,  coffee,  bananas, 
land  cacao  from  the  tropical  regions.  If  we  add  to  this  list  petroleum,  copper, 
and  tin,  we  still  have  a rather  narrow  range  of  items  that  constitute  the  bulk 
of  Latin  America’s  export  trade.  Table  4 shows  how  heavily  these  countries 
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Brazil  has  built  a new  capital  city,  Brazilia,  shown  here;  some  people  wonder 
whether  construction  of  a new  capital  city  was  the  most  productive  use  of  the 
resources  required. 


depend  on  a few  exports.  Latin  America  is  over-dependent  on  revenue  from 
foreign  trade.  Fluctuations  in  the  price  of  coffee  or  cacao,  wool  or  beef,  often 
cause  extreme  economic  distress. 

The  great  dependence  on  export  of  a few  bulk  commodities  discloses  the 
underdevelopment  of  Latin  America’s  manufacturing  industry.  Manufactur- 
ing needs  to  be  expanded  to  bring  balance  to  the  economy,  just  as  agriculture 
needs  to  be  diversified  for  the  same  reason.' 

One  measure  which  might  encourage  both  industrialization  and  diversifica- 
tion of  exports  would  be  greater  trade  among  the  Latin  American  countries 
themselves.  An  interesting  step  in  this  direction  is  the  Central  American 
Common  Market,  inaugurated  in  1960.  It  has  five  members,  Guatemala, 
Honduras,  El  Salvador,  Nicaragua,  and  Costa  Rica— whose  combined  area 
is  smaller  than  Alberta.  A uniform  tariff  against  outsiders  is  being  established, 
trade  barriers  among  the  members  are  being  removed,  and  a more  efficient 
pattern  of  internal  production  is  being  planned.  The  plan  has  been  remark- 
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ably  successful  so  far.  Trade  among  the  member  countries  has  increased, 

, including  trade  in  manufactured  goods.  For  example,  television  sets  and 
i ready-to-wear  clothes  are  manufactured  in  Costa  Rica  and  sent  to  other 
I members  of  the  Common  Market. 

i'  A critical  need  in  some  Latin  American  countries  is  political  stability. 
Brazil,  potentially  rich  and  powerful,  is  an  example  of  a country  held  back  by 
political  disorder,  official  corruption,  and  bureaucratic  incompetence.  How- 
ever, the  economy  does  make  some  progress  because  of  its  enormous  capac- 
ities. There  is  a saying  in  Brazil,  “Our  country  grows  by  night  when  the 
politicians  sleep.” 

Summary 

■India,  China,  and  Latin  America  share  (with  large  parts  of  Africa  and  other 
j regions  not  discussed  in  this  chapter)  the  great  problems  of  population 
explosion  combined  with  great  poverty  and  rising  expectations.  Poverty  is 
more  intense  in  India  and  China;  population  growth  is  more  rapid  in  Latin 
j America. 

India  is  attempting  to  achieve  economic  development  under  parliamentary 
democracy,  with  respect  for  minority  rights  and  without  coercion  of  her 
people.  These  democratic  ideals  may  be  an  obstacle  to  development,  because 
ijthey  inhibit  the  use  of  force  by  the  government  to  impose  national  unity  and 
I to  overcome  traditional  barriers  to  change.  On  the  other  hand,  perhaps 
democratic  persuasion  is  the  only  way  in  which  the  diverse  peoples  of  India 
I could  at  all  be  joined  together. 

I China  is  seeking  economic  development  under  an  authoritarian  govern- 
ment. With  a tradition  of  unity  and  a government  more  willing  and  able  to 
^use  coercion,  China  appears  to  have  been  making  somewhat  more  rapid 
progress  than  India.  However,  the  failure  of  the  over-ambitious  “great  leap 
I forward”  showed  that  the  struggle  with  poverty  is  likely  to  be  long. 

Latin  America  contains  a great  variety  of  situations,  and  exceptions  to  every 
generality.  But  land  reform,  industrialization,  diversification  of  exports,  and 
i stable  efficient  government  are  among  the  needs  of  many  of  these  countries. 

! 

I Questions  for  Discussion 

1. 1.  Discuss  objectively  whether  it  would  be  in  India’s  own  interests  for  her  to  build 
nuclear  bombs. 

2.  Would  a more  authoritarian  federal  government  be  more,  or  less,  successful  in 
achieving  national  unity  in  (i)  India;  (ii)  Canada? 

3.  Should  Canada  join  the  Organization  of  American  States?  Why,  or  why  not? 
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Growth  of  the  Role  of  Government 

Our  daily  life  is— among  other  things— a series  of  encounters  with  government 
activity.  Roads,  schools,  traffic  laws,  and  taxes  are  only  a few  examples  from 
everyday  experience. 

The  role  of  government  has  expanded  greatly  in  all  the  wealthy  countries  in 
the  last  century  or  so.  Increasingly  these  governments  have  come  to  direct  the 


Table  5 

Government’s  Share  of  National  Income  in  Selected  Countries 


Finland 

35% 

Venezuela 

25% 

Sweden 

33% 

Japan 

22% 

West  Germany 

32% 

Brazil 

20% 

France 

32% 

Indonesia 

13% 

United  Kingdom 

30% 

Mexico 

11% 

United  States 

28% 

India 

10% 

Canada 

27% 

Ethiopia 

5% 

Source;  As  compiled  in  H.  H.  Hinrichs,  “Determinants  of  Government  Revenue  Shares  among 
Less-Developed  Countries”,  The  Economic  Journal,  September  1965.  p.  552.  Figures  are  averages 
for  1957-60  of  all  government  revenue  as  a percentage  of  gross  national  product. 
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I economic  and  social  life  of  their  people.  Figure  1 1 illustrates,  for  Canada 
’ since  1926,  one  aspect  of  this  trend:  the  increasing  ratio  of  government 
ii expenditure  to  gross  national  product.  Table  5 shows  the  same  ratio  for  a 
number  of  non-communist  countries  in  1961.  Notice  that  the  ratio  is  higher 
jiin  the  wealthier  countries. 

We  can  discern  two  quite  different  kinds  of  reasons  for  the  growth  of 
|i government  in  the  wealthy  countries.  One  is  structural  changes  in  society, 
jichanges  which  raise  new  problems  requiring  government  action.  For  example, 
[the  population  has  become  increasingly  urban,  and  urban  life  seems  to  need 
’imore  elaborate  government  than  does  rural.  The  other  reason  is  changes  in 
jthe  dominant  values  or  beliefs  relevant  to  political  questions.  This  chapter  is 
a discussion  of  these  two  kinds  of  changes,  structural  changes  first. 

Figure  11 

I Government  Expenditure  as  a Percentage  of 

Gross  National  Product,  Canada,  Since  1926 

1.  Municipal  transfer  payments  and  interest  on  debt. 

2.  Municipal  expenditure  on  goods  and  services. 

! 3.  Provincial  transfers,  subsidies,  and  interest  on  debt. 

I 4.  Provincial  expenditure  on  goods  and  services. 

5.  Federal  transfer  payments,  subsidies,  and  interest  on  debt. 
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6.  Federal  expenditure  on  civilian  goods  and  services. 

7.  War  and  defence  expenditure. 


Source:  Dominion  Bureau  of  Statistics,  National  Accounts,  Income  and  Expenditure,  Tables  1 
and  37. 
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A New  Era? 

The  now  developed  countries  have  made  the  bulk  of  their  material  progress 
only  in  the  last  150  years  or  so.  Their  progress  has  been  brought  about  by 
revolutionary  changes  in  technology,  by  massive  accumulation  of  capital, 
and  by  improvements  in  the  quality  of  labour. 

Greater  knowledge  and  control  of  the  physical  environment  were  necessary 
to  this  progress.  Man  has  learned  how  to  control  most  major  diseases  by 
gathering  knowledge  of  the  human  body.  He  has  learned  to  increase  food 
production  by  gathering  knowledge  of  plants,  soil,  and  geneties.  He  has 
learned  how  to  produce  more  goods  with  less  effort  by  breaking  processes 
into  many  simple  steps  and  devising  new  machines  and  sources  of  power  to 
carry  out  the  steps.  Brains  have  taken  the  place  of  brawn;  this  is  the  essence 
of  the  industrial  era. 

Impact  of  Economic  Development  on  the  Social  Structure 

Major  changes  in  the  structure  of  society  have  accompanied  industrialization. 

One  change  is  in  the  occupational  structure.  Production  of  tangible  goods 
such  as  food,  shelter,  or  automobiles  requires  a diminishing  portion  of  the 
labour  force  as  productivity  increases  in  these  industries.  At  the  same  time, 
there  is  a rapid  growth  of  employment  in  the  provision  of  services.  It  is 
difficult  to  mechanize  teaching,  nursing,  surgery,  landscaping,  hairdressing, 
and  many  other  activities.  On  the  contrary,  consumers  demand  more  personal 
attention  in  the  performance  of  these  services,  and,  for  example,  pupil-teacher 
ratios  and  patient-nurse  ratios  are  tending  to  fall.  Also  needed  are  growing 
numbers  of  administrators,  organizers,  and  elerical  workers  as  the  scale  and 
complexity  of  economic  life  increase.  In  short,  a dwindling  portion  of  the 
labour  force  works  with  tangible  objects;  an  expanding  portion  is  occupied 
with  organizing  or  persuading  or  serving  other  people. 

Urbanization  is  another  major  feature  of  the  industrial  era.  The  large 
metropolis  is  a magnet  drawing  in  labour  and  capital.  It  has  employment 
opportunities  for  many  kinds  of  skills,  and  a wide  range  of  amenities.  Agri- 
culture itself,  which  has  been  a traditional  activity  and  on  which  our  value 
systems  are  still  based,  is  becoming  “industrialized”.  More  capital  is  used; 
the  management  methods  of  business  are  applied;  fewer  workers  are  needed 
to  tend  the  farms  and  more  people  move  to  the  cities. 

Speeialization  by  workers  has  increased  to  an  extreme  degree.  No  one 
produces  everything  he  needs  for  himself;  few  workers  even  produce  a single 
complete  product;  most  workers  produce  only  some  component  of  a finished 
single  article  or  service.  Everyone  caters  to  the  needs  of  others  and  depends 
on  being  able  to  purchase  from  others  almost  all  his  necessities. 

Yet  another  consequence  of  development  is  the  effect  of  continuing  and 
rapid  change  on  job  security.  The  appearance  of  new  products,  of  old  products 
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served  up  in  new  forms,  or  of  new  techniques  of  production  involve  changes 
in  the  kinds  of  employment  available.  Old  jobs  disappear;  new  ones  appear. 
People  have  to  change  jobs,  and  often  their  place  of  residence  in  the  process. 

I Each  individual  has  to  be  more  mobile,  among  jobs  and  places,  than  he 
would  in  a more  stagnant  economy. 

I Decline  of  the  Independence  of  the  Individual 

As  a consequence  of  development,  people  live  closer  together  in  urban  areas, 
are  increasingly  employed  in  occupations  which  involve  working  with  other 
people,  increasingly  specialized  as  workers  and  dependent  on  others  for  their 
needs,  and  increasingly  accustomed  to  changing  job  and  domicile.  These 
changes  have  weakened  the  ability  of  the  individual  to  fend  for  himself,  and 
have  given  a new  importance  to  organized  group  activity. 

The  situation  of  the  individual  in  a developed  society  can  be  clarified  by  a 
I few  questions.  How  can  one  construction  worker  ensure  that  enough  con- 
I struction  is  undertaken  to  give  him  a livelihood?  How  can  one  wheat  farmer 
' protect  himself  against  a collapse  in  the  world  wheat  market?  How  can  one 
; resident  of  an  area  guard  against  the  construction  of  a factory  just  upwind 
! from  his  house? 

I In  all  such  cases,  the  individual  is  clearly  powerless  by  himself.  No  matter 
, how  self-reliant  or  independent  of  mind  and  spirit,  he  cannot  alone  solve  such 
I problems  of  living  in  an  interdependent  industrial  society.  Group  action  is 
necessary.  The  organization  may  need  to  be  no  more  than  a forum  in  which  a 
i consensus  may  be  reached  and  a decision  made.  (The  role  of  the  Ranchers’ 

! Association  in  organizing  the  roundup  is  an  example.)  The  organization  may 
' be  a large-scale  voluntary  one  carrying  out  quite  complex  activities.  (The  Red 
i Cross  is  an  example.)  In  other  cases  the  coercive  power  of  the  government  is 
! necessary  to  effective  action.  Here  we  see  the  main  reason  why  the  scope  of 
I government  has  widened  as  development  has  taken  place.  For  example, 

1 consider  how  the  following  particular  forms  of  government  intervention  in 
the  Canadian  economy  spring  from  the  problems  raised  in  the  previous 
I paragraph:  federal  monetary  and  fiscal  policy  to  ensure  full  employment; 
i the  Wheat  Board;  municipal  zoning  by-laws. 

' Weakening  of  Traditions 

In  a traditional  society,  the  hand  of  history  is  at  the  controls.  Conformity  to 
traditional  roles,  tastes,  and  methods  is  a major  force  controlling  individual 
behaviour.  The  mores  of  society  are  well-defined,  widely  known,  and  strong, 
i In  these  circumstances,  rudimentary  forms  of  government  may  suffice  to 
prevent  individual  acts  which  are  unsuitable  or  unacceptable  to  society. 

Rapid  economic  development  has  led  to  a weakening  of  old  traditions.  The 
influence  of  one  generation  on  the  next  is  reduced  as  family  ties  are  weakened 


A dramatic  example  of  one  man’s  battle  against  a big  project.  The  owner  of 
this  tailor’s  shop  in  Toronto  refused  to  give  it  up  to  make  way  for  a new 
building.  The  developers  were  forced  to  change  their  plans.  The  shop  is  now 
surrounded  on  three  sides  by  high-risers. 
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,by  greater  mobility  of  persons.  Communities  become  more  heterogeneous 
[through  the  movement  of  people  and  therefore  less  certain  what  the  mores 
are.  The  ideal  of  progress  allows  all  things  to  be  questioned,  including  tradi- 
tional values  themselves.  As  tradition  ceases  to  be  a restraint  on  anti-social 
jbehaviour,  government  has  to  expand  its  role  to  fill  part  of  the  gap. 


ICrowth  of  Demand  for  Public  Goods  and  Services 

'IAs  development  proceeds,  people  reach  higher  standards  of  living.  Some  of 
' the  new  luxuries  which  they  choose  are  not  suitable  for  supply  by  pure  private 
ijenterprise.  For  example,  people  spend  increasing  amounts  on  travel  and 
jrecreation.  More  roads,  parks,  picnic  sites,  fishing  and  hunting  areas,  camp 
'sites,  and  water  resorts  are  needed.  Governments  have  to  help  provide  these 
!|facilities,  and  they  especially  have  to  take  steps  to  prevent  an  excessively 
destructive  rate  of  use  of  the  natural  resources  involved, 
ji  National  defence  is  obviously  something  which  private  enterprise  cannot 
^undertake.  In  a century  of  war  and  uneasy  peace  and  of  rapid  change  in 
Jltechnology,  the  pressure  toward  greater  government  activity  in  this  area  is 
too  obvious  to  need  elaboration. 


1 Monopoly 


Adam  Smith’s  famous  “invisible  hand’’  was  mentioned  in  Chapter  II.  Smith’s 
[argument  was  that  the  government  should  stop  interfering  in  economic 
[affairs,  because  a competitive  price  system  could  do  a better  job  than  any 
j government  could.  His  attack  on  government  was  directed  especially  against 
Uhe  extent  to  which,  in  18th-century  England,  economic  life  was  dominated 
I by  privileged  groups  whose  special  position  arose  from  government  charters 
land  regulations.  For  example,  the  British  East  India  Company  enjoyed,  by 
; royal  charter,  a complete  monopoly  of  trade  between  Britain  and  India.  The 
I growth  of  democracy  in  Western  countries  involved  the  reduction  of  govern- 
I ment  regulation  of  business  and  the  removal  of  privileges  from  special  groups. 

, It  was  generally  accepted  that  monopoly  power  had  to  be  removed  if  the 

I'  public  was  not  to  be  exploited. 

The  problem  of  monopoly  remains,  but  the  shape  of  the  problem  has  been 
rather  changed  by  economic  development.  In  Adam  Smith’s  day,  most 
monopolies  could  be  broken  by  the  mere  withdrawal  of  the  government 
protection  which  created  them.  Economic  development  has,  for  two  reasons, 
[ increased  the  extent  to  which  monopolies  arise  naturally  and  require  active 
' government  regulation  or  control. 

First,  urbanization,  new  technology,  and  higher  living  standards  have  given 
j us  a whole  new  range  of  services  which,  it  seems,  have  to  be  provided  by  a 
single  supplier.  Telephones,  gas,  water,  mail,  street  transport,  and  electricity 
are  obvious  examples.  Fire-fighting  is  another.  At  one  time  fire-fighting 
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services  in  the  cities  were  provided  by  private  concerns.  At  first  the  insurance 
companies  themselves  provided  the  service,  to  minimize  the  payments  they 
had  to  make.  Then  private  companies  were  formed  which  were  paid  for  their 
services.  Accounts  of  pitched  battles  among  competing  firemen,  of  the  use  of 
fire  axes  to  cut  a competing  company’s  hose,  of  traffic  jams  caused  to  prevent 
competitors  from  reaching  a fire,  make  it  clear  that  fire-fighting  was  not  an 
activity  which  can  function  efficiently  under  competition.  Monopoly  was 
surely  more  efficient.  But  any  monopolist  could  exact  an  exorbitant  price 
from  the  home-owner  or  his  insurance  company,  with  a few  moments  of 
bargaining  in  the  street  in  front  of  the  burning  building.  Also,  because  poor 
fire  prevention  threatened  other  houses  (and  even  whole  cities— remember 
the  great  fires  of  Chicago,  San  Francisco,  and  St.  John’s)  the  police  powers  of 
the  state  were  accepted  as  necessary  in  fire  control.  So  fire-fighting  became 
a government  function. 

In  general,  many  modern  services  can  be  provided  efficiently  only  by  a 
single  supplier.  Where  police  powers  must  accompany  the  service  (as  in  fire- 
fighting or  national  defence),  the  government  has  to  provide  the  service.  In 
other  cases  (such  as  telephones  or  electricity)  the  single  supplier  may  be  the 
government  or  a private  monopoly.  If  it  is  a private  firm,  it  is  usually  under 
close  government  regulation  of  its  prices,  conditions  of  sale,  and  so  on,  to 
prevent  the  exploitation  of  consumers. 

Secondly,  the  nature  of  industrial  production  seems  to  lead  to  larger  and 
larger  firms  relative  to  the  market  in  many  basic  industries.  One  reason  for 
this  is  the  efficiency  of  large-scale  production.  Progress  in  technology  has 
generally  worked  in  favour  of  large-scale  production  (although  some  inven- 
tions, such  as  the  electric  motor,  have  specially  increased  the  efficiency  of 
small-scale  operations.)  Other  reasons  are  the  advantages  a large  producer 
has  in  advertising,  marketing,  purchasing,  and  research.  As  a result,  a few 
large  and  successful  firms  come  to  dominate  the  production  of  many  articles. 
Governments  have  been  called  in  to  re-establish  balance  between  the  few  big 
suppliers  and  the  many  small  consumers.  Most  developed  countries  have 
anti-monopoly  legislation  and  agencies  to  protect  the  public.  Canada’s  anti- 
combines legislation  dates  from  1889,  American  anti-trust  law  from  1890. 

“Secondary  Benefits” 

It  is  widely  accepted  as  just  that  those  who  benefit  from  a service  should  be 
the  ones  to  pay  for  it.  He  who  calls  the  tune  should  pay  the  piper.  But  in  an 
increasingly  interdependent  society,  benefits  become  increasingly  diffused. 
More  and  more  bystanders  hear  the  tune,  too. 

For  example,  the  primary  benefit  of  education  is  to  the  student  himself. 
But  secondary  benefits  accrue  in  some  degree  to  many  other  people  from  his 
being  a more  skilled,  better-informed  individual.  As  development  proceeds, 
the  secondary  benefits  of  education  become  more  important.  More  people 
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! become  more  dependent  on  each  individual’s  competence  in  his  own  special- 

Iized  role.  The  secondary  benefits  of  education  are  an  important  reason  why 
it  is  a government  activity,  why  the  government  makes  it  compulsory  for  all 
children,  and  why  it  is  paid  for  from  general  tax  levies. 

Another  area  in  which  secondary  benefits  have  been  so  augmented  by 
economic  development  that  government  has  moved  in  is  unemployment 
insurance.  In  an  interdependent  economy,  the  expenditures  of  one  group  are 
^ the  incomes  of  another.  When  a man  is  without  income  because  unemployed, 

; he  is  not  the  only  loser;  his  grocer  and  his  barber  suffer  too.  If  he  is  given 
unemployment  insurance  benefits,  he  is  not  the  only  person  to  gain.  To 
spread  the  cost  of  the  insurance  more  widely  over  those  who  benefit,  the 
government  uses  its  coercive  powers  to  collect  the  money  not  only  from 
1 employees  but  also  from  employers  and  the  general  public. 

One  can  think  of  many  other  examples  of  secondary  benefits.  It  would  be 
j going  too  far  to  say  that  government  will  move  into  every  activity  in  which 
S secondary  benefits  arise.  Almost  every  activity  has  some  secondary  benefits 
i (or  secondary  costs),  but  only  activities  where  they  are  apparent  and  large 
I have  become  areas  for  government  operation. 


jj  As  economic  development  proceeds,  more  people  become  more  dependent  on 
I each  individual’s  competence. 


“Lady  says  her  electric  blanket  isn’t  working.” 
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Increased  Concern  for  Justice 

So  far  we  have  discussed  how  economic  development  has  changed  the  struc- 
ture of  society  in  ways  which  have  imposed  a greater  role  on  government. 
We  turn  now  to  consider  how  changes  in  the  dominant  values  and  beliefs 
may  have  contributed  to  the  growth  of  the  role  of  government  in  the  wealthy 
countries. 

One  such  change  seems  to  have  been  an  increased  concern  for  justice  or 
fairness  in  the  distribution  of  income.  Gradually  the  view  has  been  accepted 
that  the  price  system  provides  only  a limited  degree  of  Justice  in  the  way  it 
distributes  income.  This  opinion  is  embodied  in  the  enormously  increased 
activity  of  governments  as  transfer  agencies  redistributing  income.  (Look  again 
at  Figures  4 and  5 to  see  the  magnitude  of  transfer  payments  to  persons 
in  Canada.) 

Most  of  the  reasons  for  transfer  payments  are  reasons  of  justice.  One  is  the 
argument  that  each  person  is  entitled  to  a living,  even  if  the  market  refuses  to 
give  him  one,  simply  because  he  is  a person.  Examples  of  transfers  based 
partly  on  this  argument  are  pensions  or  payments  to  those  whom  the  market 
rejects— the  blind,  the  sick,  the  handicapped,  the  mentally  defective.  Widows’ 
and  orphans’  pensions  and  disaster  relief  are  other  examples.  In  these  and 
other  cases,  the  argument  from  justice  is  intertwined  with  structural  changes 
which  have  shifted  responsibility  for  justice  toward  the  government  by 
weakening  the  ability  of  the  family  and  of  private  charity  to  accept  it.  It  is  also 
intertwined  with  the  fact  of  secondary  benefits,  which  involve  considerations 
of  expediency  rather  than  of  justice. 

An  additional  argument  from  justice  applies  to  old  age  pensions  and 
veterans’  pensions.  It  is  that  the  present  well-being  of  society  is  to  some 
extent  the  result  of  efforts  made  by  these  people  in  the  past,  and  that,  since 
the  market  does  not  recognize  this,  the  government  should  provide  them  a 
fair  share  of  the  current  well-being. 

The  progressive  income  tax  springs  partly  from  yet  another  kind  of  argu- 
ment from  justice,  which  goes  something  like  this:  “A  person  should  receive 
an  income  which  is  a just  reward  for  his  efforts.  The  income  he  receives  in  the 
market  reflects  more  than  his  own  effort.  It  reflects  his  own  innate  ability 
which  he  did  not  create.  It  also  reflects  the  market  value  of  what  he  has  to 
offer,  and  that  valuation  comes  from  society,  not  from  himself.  An  opera 
singer  works  hard  to  train  his  voice,  but  he  received  the  voice  in  a lottery  and 
is  paid  for  it  because  other  people  like  it.  So,  while  he  should  be  left  enough 
income  to  induce  him  to  keep  training  and  singing,  part  of  his  income  can 
properly  be  taken  by  the  government  for  society  at  large.  In  general,  the 
higher  a man’s  income  the  more  likely  that  it  reflects  more  than  his  own 
efforts  and  the  larger  the  fraction  which  can  properly  be  taken  in  taxes.” 

Arguments  from  justice  appear  not  only  about  redistribution  of  income 
among  persons.  Most  countries  contain  richer  and  poorer  regions  (for 
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i example,  Northern  and  Southern  Italy,  New  York  and  Mississippi).  Consid- 
erations of  justice  partly  explain  the  increasing  amount  of  assistance  to  the 
poorer  regions  within  all  the  developed  countries.  Concern  for  justice  is 
, similarly  part  of  the  reason  for  assistance  from  the  rich  to  the  poor  countries, 
although,  measured  in  dollars,  concern  is  milder  here. 

I Extreme  Beliefs  about  Government 

Everything  said  so  far  in  this  chapter  would  probably  be  accepted  by  most 
; Canadian  politicians  as  approximately  true.  Canadian  political  parties  disagree 
on  many  specific  points  about  the  role  of  government,  and  on  the  general 
I question  of  whether  it  should  be  expanded  or  reduced.  But  they  do  seem  to 
I agree  that,  for  the  reasons  we  have  considered,  government  does  have  a 
I major  role  to  fill  in  a developed  wealthy  country  like  Canada.  They  also  seem 
;j'  to  agree  that  the  government  should  not  expand  to  encompass  the  whole 
j|  economy.  The  Social  Credit  Party  would  move  the  economy  closer  to  the 
li  pure  price  system,  but  would  not  abolish  public  ownership.  The  New  Demo- 
1 cratic  Party  would  move  the  economy  closer  to  pure  public  enterprise,  but 
I would  not  abolish  private  ownership.  And  the  Liberals  and  Progressive 
Conservatives  have  provided  most  of  the  legislation  which  has  made  the 
it  Canadian  economy  the  mixture  of  private  and  public  enterprise  which  it  is. 

Against  all  those  beliefs,  are  the  extremists  who  reject  the  whole  system. 
With  respect  to  the  economy,  the  extremists  of  the  right  prescribe  a drastic 
movement  toward  the  pure  price  system  because  they  find  government  prone 
; to  inefficiency  and  corruption,  and  welfare  programs  an  inducement  to 
! general  shiftlessness.  The  extremists  of  the  left  prescribe  a drastic  movement 
j toward  pure  public  enterprise  because  they  find  that  liberty,  equality,  and 
i brotherhood  can  never  fully  be  achieved  in  a society  which  nourishes  man’s 
' meaner  instincts  with  private  property  and  competition. 

Extreme  beliefs  have  not  had  much  impact  on  the  role  of  government  in 
j Canada,  because  only  a tiny  minority  holds  them.  Even  where  they  are  held 
by  a large  minority,  as  for  example,  by  the  communists  in  France,  they  have 
; comparatively  little  influence  because  the  extremists  usually  refuse  to  com- 
, promise  and  join  coalition  governments.  The  fact  that  extreme  views  are  rare 
; in  Canada  lends  a degree  of  stability  to  our  politics  and  helps  prevent  blood- 
' shed  at  election  time.  Of  course,  to  say  that  extreme  views  are  rare  in  Canada 
' is  not  to  say  they  are  wrong.  Majority  views  prevail  in  a democracy  because 
j they  are  majority  views,  not  because  they  are  necessarily  correct. 

Forms  of  Collective  Action 

We  have  now  completed  our  survey  of  how  the  problems  of  the  industrial  era 
. have  increased  the  scope  of  collective  action. 

Government  is  not  the  only  form  in  which  collective  action  may  be  taken. 
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Processing  improperly  addressed  or  undeliverable  mail.  Why  is  the  Post 
Office  a government  monopoly.^  Could  it  equally  well  be  a privately  owned 
and  operated  monopoly.^  Could  postal  services  be  provided  by  a number  of 
competing  private  firms.^ 


Trade  unions,  professional  associations,  legal  or  illegal  forms  of  collusion  and 
combination  among  businesses,  consumer  and  producer  co-operatives,  and 
many  other  sorts  of  groupings  work  for  greater  security  and  welfare  for  their 
members.  Also,  many  private  charitable  organizations  offer  help  to  people 
who  are  neglected  by  the  price  system. 

Collective  action  by  the  government  takes  various  forms.  Legislation  and 
law  enforcement  is  one  which  has  become  increasingly  complex.  Tax  collec- 
tion is,  of  course,  another,  and  it  has  had  to  increase  to  pay  for  expanded 
government  spending.  Transfer  payments  to  redistribute  income  have  grown 
greatly.  Monetary  and  fiscal  policy,  called  “indirect  controls”,  are  used  to 
regulate  the  economy.  So-called  “direct  controls”  (for  example,  the  setting  of 
particular  prices  by  the  government)  are  generally  avoided  except  for  privately 
owned  public  utilities  and  agriculture.  Public  ownership  of  natural  resources, 
where  it  occurs,  gives  the  government  the  rents  and  royalties  that  arise. 
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■ Production  of  goods  and  services  by  the  government  itself  has  expanded,  in 
national  defence,  transportation,  public  utilities,  education,  and  other  areas. 

j Summary 

In  this  chapter  we  have  described  the  main  reasons  for  the  growth  of  the 
I role  of  government  in  the  wealthy  countries. 

I Economic  development  has  changed  the  structure  of  society  in  these 
! countries  in  ways  which  have  called  for  more  collective  action.  Some  of  these 
changes  are  a decline  of  the  independence  of  the  individual,  a weakening  of 
traditions,  growth  of  demand  for  public  goods  and  services,  new  tendencies 
toward  monopoly,  and  greater  importance  of  various  “secondary  benefits” 
as  interdependence  increases. 

In  addition  to,  but  mingled  with,  these  structural  changes  has  been  the 
growth  of  the  belief  that  the  price  system  does  not  yield  an  entirely  just 
distribution  of  income.  This  belief  is  part  of  the  reason  for  the  growth  of 
transfer  payments  and  the  use  of  a progressive  personal  income  tax. 

Changes  in  the  structure  of  society  and  an  increased  concern  for  justice 
have  together  led  to  the  growth  of  many  kinds  of  collective  action  by  both 
government  and  non-governmental  organizations. 

Questions  for  Discussion 

1.  If  you  believe  that  governments  in  Canada  have  taken  on  too  large  or  too  small 
a role,  try  to  explain  the  causes  of  the  mistake.  (If  you  believe  that  governments 
in  Canada  have  taken  on  exactly  the  correct  role,  try  to  explain  the  causes  of 
the  success.) 

I 2.  Why  do  you  suppose  that  government  revenue  is  a smaller  portion  of  gross 
national  product  (see  Table  5)  (i)  in  the  United  States  than  in  Sweden;  (ii)  in 

II  India  than  in  Canada? 

3.  This  chapter  has  described  how  economic  development  has  led  to  expansion  of 
the  role  of  government.  Can  you  think  of  any  ways  in  which  economic  develop- 
ment tends  to  reduce  the  role  of  government? 

I 4.  Some  examples  of  “secondary  benefits”  are  given  in  this  chapter.  Can  you  think 
!:  of  examples  of  “secondary  costs”?  (Water  pollution  is  one.)  What  government 

I measures  are  taken  because  of  the  existence  of  secondary  costs?  Are  these 
I measures  the  correct  ones  in  your  view? 


X 


Individual  Freedom  in  a 
Complex  Society 


The  gist  of  Chapter  IX  was  that,  for  various  compelling  reasons,  the  role  of 
government  has  expanded  greatly  in  the  industrialized  countries.  The  present 
chapter  is  a discussion  of  the  impact  of  this  development  on  the  democratic 
rights  and  freedoms  of  individuals. 

READING  NUMBER  THIRTEEN:  PRIVATE  ENTERPRISE 
AND  PERSONAL  LIBERTY 

Refer  for  a moment  to  the  diagram  on  page  8.  In  terms  of  that  diagram,  the 
industrial  countries  have  been  moving  more  or  less  from  the  right  side  toward 
the  left,  toward  greater  government  intervention  in  economic  life.  Our  present 
question  is:  what,  if  any,  bearing  has  this  trend  on  personal  liberty?  Is  there 
some  particular  mixture  of  private  and  public  enterprise  which  is  the  mixture 
most  congenial  to  liberty? 

The  answer  may  be  different  for  different  countries.  Each  country  has  its 
unique  problems  and  social  structure.  Also,  the  mixture  of  private  and  public 
enterprise  most  conducive  to  liberty  is  not  necessarily  the  mixture  to  choose 
in  any  country.  Liberty  is  one  important  goal,  but  there  are  others,  such  as  a 
higher  material  standard  of  living,  political  stability,  cultural  achievement, 
victory  in  wartime,  and  so  on.  The  “best”  mixture  of  public  and  private 
enterprise  (or  of  democratic  and  dictatorial  elements  in  government)  depends 
on  what  goals  we  choose  and  on  how  much  weight  we  give  to  each.  Therefore, 
what  follows  is  a technical  discussion  of  how  public  and  private  enterprise 
bear  on  personal  liberty,  not  a normative  discussion  of  what  mixture  of  public 
and  private  enterprise  should  be  adopted  anywhere. 

Lessons  from  History? 

There  are  interesting  historical  parallels  between  democratic  government  and 
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the  private-enterprise  economy.  Most  of  the  evolution  of  both,  in  post- 
i Renaissance  history,  occurred  in  about  the  same  group  of  countries  (especially 
I Britain,  France,  and  the  United  States)  over  roughly  the  same  period  of  time 
I (very  approximately,  the  19th  century).  The  joint  evolution  of  democracy  and 
1 private  enterprise  coincided  with  the  great  acceleration  of  economic  growth 
mentioned  in  Chapter  IX,  and  with  an  extension  of  political  and  religious 
[l  freedom.  That  is,  it  coincided  with  the  developments  basic  to  the  high  level 
I of  niaterial  well-being  and  personal  liberty  enjoyed  by  most  individuals  in 
these  countries  today.  Partly  for  these  reasons,  and  in  spite  of  its  well-known 
I sufferings,  the  19th  century  is  often  regarded  as  a kind  of  golden  age  in 
i these  countries. 

j Within  the  whole  pattern  of  events  of  the  19th  century,  one  part  is  of 
special  relevance  to  the  topic  of  this  chapter.  To  what  extent  was  the  evolution 
of  private  enterprise  necessary  or  helpful  to  the  evolution  of  individual 
liberty?  A suitably  thorough  study  of  the  history  involved  would  take  us  too 
I far  afield.  However,  a few  questions  are  raised  to  suggest  some  possible  lines 
I of  thought. 

[ It  was  suggested  in  the  previous  chapter  that  the  growth  of  a competitive 
I private-enterprise  economy  required  the  dismantling  of  government  controls 
1'  which  were  in  the  interests  of  a few.  The  most  famous  example,  perhaps,  is 
j the  repeal  of  the  Corn  Laws  in  Britain.  Those  restraints  on  the  import  of  grain 
['  had  helped  keep  up  the  rents  received  by  land-owners.  Their  repeal  lowered 
!'  the  cost  of  food  for  all  (and  eased  the  pressure  on  employers  to  pay  higher 
I:  wages).  The  freedom  that  increased  in  the  19th  century  was  in  part  the  free- 
|;  dom  from  such  regulations  which  improved  the  lot  of  favoured  groups  at  the 
r expense  of  everyone.  What  does  this  indicate  about  private  enterprise  in 
'I  relation  to  personal  liberty? 

Britian  in  the  19th  century  had  the  world's  largest,  strongest  fleet.  She 
; enjoyed  almost  perfect  security  against  foreign  aggression.  There  was  no  need 
I to  regiment  her  home  population  in  the  interests  of  national  security.  Did  per- 
sonal liberty  expand  for  this  reason,  independently  of  private  enterprise? 

During  the  19th  century  the  United  States  developed  and  settled  her  own 
' huge  land  frontiers.  How  much  did  the  frontier  foster  freedom  by  providing 
^ opportunities  for  everyone?  What  if  any  contribution  did  private  enterprise 
I make  to  the  process? 

! A developed  economy,  whether  private  or  public  enterprise,  requires  a 
, literate  and  skilled  labour  force.  Universal  education  is  necessary.  Does  mass 
1 education  lead  to  a more  democratic  government  and  greater  personal 
liberty?  What  if  any  contribution  does  private  enterprise  make  to  freedom 
through  this  means? 

A decent  material  standard  of  living  does  not  ensure  personal  liberty,  but 
it  is  necessary  to  liberty,  for  most  people.  Material  well-being  improved 
greatly  in  the  19th  century  among  the  populations  we  are  discussing.  How 
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much  credit  can  we  give  to  private  enterprise  for  the  higher  standard  of  living 
and  thus  for  greater  possibilities  for  personal  freedom? 

By  weighing  historical  questions  like  these  we  might  decide  whether  private 
enterprise  was  necessary  or  helpful  to  the  growth  of  democratic  freedoms.  Of 
course,  the  “lessons”  of  history  are  seldom  clear.  The  story  is  complicated. 
We  have  to  fall  back  on  judgements  because  the  complexity  of  the  facts  is 
beyond  our  grasp.  Different  people  make  different  judgements,  and  reach 
different  conclusions.  Also,  history  never  exactly  repeats  itself,  and  the 
“lessons”  garnered  from  one  time  may  or  may  not  be  applicable  to  another. 


Different  people  make  different  judgments  about  the  “lessons”  of  history  . . . 


Lessons  from  Particular  Countries? 

Let  us  turn  to  another  possible  source  of  information  about  the  effect  of 
public  or  private  enterprise  on  personal  liberty.  Look  at  the  20th-century 
experience  of  a few  particular  countries  with  this  question  in  mind. 

The  countries  described  in  Part  1 of  this  booklet  may  serve  as  raw  material 
for  discussion.  Canada  was  chosen  in  Chapter  II  to  illustrate  the  combination 
of  democracy  with  private  enterprise.  (Our  democracy  is  less  than  perfect, 
and  our  economy  contains  a considerable  amount  of  public  enterprise,  but 
no  country  is  a pure  case  of  anything.)  To  what  extent  and  in  what  ways  does 
the  existence  of  private  enterprise  in  Canada  contribute  to,  or  restrict,  per- 
sonal liberty  in  Canada?  The  United  States  is,  of  course,  the  world’s  leading 
example  of  a largely  private-enterprise  democracy.  What  conclusions  can 
you  reach  from  your  knowledge  of  that  country?  The  Soviet  Union  was  used 
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in  Chapter  III  to  illustrate,  again  imperfectly,  the  combination  of  public 
lenterprise  and  dictatorship.  How  does  public  enterprise  affect  personal 
|liberty  in  the  Soviet  Union?  Sweden  was  selected  in  Chapter  IV  to  illustrate 
democratic  socialism.  Sweden  is  far  from  a pure  public-enterprise  economy, 
[but  what  bearing  have  the  socialist  measures  in  that  country  on  liberty  there? 
iNazi  Germany  and  Mexico  were  chosen  to  illustrate  relationships  between 

! dictatorship  and  private  enterprise.  What  influence  has  private  enterprise 
apparently  had  on  liberty  in  those  countries? 

We  should  not  expect  firm  and  final  conclusions  to  emerge  from  a dis- 
|Cussion  of  such  questions.  The  complexity  of  any  one  country’s  experience 
iallows  different  people  to  find  different  conclusions.  And  even  when  a con- 
i jClusion  is  agreed  upon  about  one  country,  its  experience  may  not  be  relevant 
ito  another  country  with  a different  history  and  circumstances. 

jjiLessons  from  the  Model  of  the  Price  System? 

[Return  to  the  model  of  private  enterprise,  to  look  for  ways  in  which  it  seems 
jfconducive  to  personal  liberty.  The  model  is  oversimplified  and  unrealistic,  but 
jperhaps  its  very  simplicity  will  help  us  to  see  some  relationships  which  are 
Ijobscured  in  the  complexities  of  history  or  of  international  surveys.  (Of  course, 
I it  may  also  lead  us  to  oversimplified  and  unrealistic  conclusions.) 

1 1 The  price  system  leaves  to  each  individual  the  responsibility  for  making  his 
I own  decisions  about  the  economic  activities  of  his  life.  The  government  leaves 
i him  a wide  latitude  for  choice  within  the  limits  set  by  civil  and  criminal  law. 

; Other  people  have  no  right  to  direct  him,  except  when  he  enters  a voluntary 
: agreement  to  take  orders  from  an  employer.  Within  limits,  he  can  choose  an 
' jemployer  whose  orders  suit  him,  and  choose  an  occupation  which  suits  his 
jtastes  and  his  preference  for  leisure  or  income.  Again  within  limits,  he  may 
iichoose  to  be  self-employed  and  an  employer  of  others. 

I His  economic  actions  are  not  completely  free,  being  restrained  by  the  size 
of  his  money  income  and  by  market  prices.  But  these  restraints  reflect  the 
universal  problem  of  scarcity,  which  no  economic  system  can  remove.  The 
Ijiindividual  is  at  least  free,  indeed  obliged,  to  cope  with  these  restrictions 
jfor  himself. 

' The  individual’s  freedom  as  a consumer  may  be  limited  by  the  mass 
Iproduction  of  standardized  articles.  If  there  are  only  a few  standard  brands 
jiavailable  of  a particular  good,  the  consumer’s  freedom  is  narrowed  toward 
']  ja  mere  “accept  or  reject”  choice.  However,  he  does  enjoy  the  much  lower 
price  of  mass-produced  goods;  and  he  can  usually  find  someone  to  provide 
la  custom-built  article  if  he  is  willing  and  able  to  pay  for  that. 

In  short,  the  price  system  permits,  even  forces,  the  individual  to  be  self- 
I reliant  and  responsible  in  spite  of  the  extreme  interdependence  of  people  in  an 
I advanced  economy.  This  is  perhaps  the  only  major  contribution  which  it  can 
uniquely  make  to  freedom,  but  it  is  a powerful  one. 
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Individual  liberty  rests  on  an  adequate  and  secure  source  of  income.  The 
price  system  does  not  provide  everyone  with  the  opportunity  to  have  this 
economic  basis  of  personal  freedom.  Some  people  are  trapped  in  the  situation 
where  they  are  too  poor  to  afford  the  education  and  mobility  needed  to 
improve  their  lot.  The  problem  is  of  course  aggravated  by  that  recurring 
weakness  of  the  price  system,  unemployment,  and  by  the  existence  of  any 
elements  of  monopoly  in  the  economy.  This  is  probably  the  major  source 
of  conflict  between  private  enterprise  and  personal  liberty. 

Big  Government  and  Personal  Liberty 

For  all  the  reasons  mentioned  in  Chapter  IX,  governments  have  expanded 
their  role  in  the  developed  countries  and  we  now  have  “mixed  economies” 
far  from  pure  private  enterprise.  At  least  three  major  problems  arise  for 
personal  liberty  and  self-reliance. 


Big  government  is  only  one  big  organization  that  individuals  have  to  live  with 

in  modern  life. 


One  problem  is  that  of  preserving  incentives,- when  economic  security  is 
increasingly  assured  by  the  government.  Economic  security  is  a foundation  of 
liberty,  but  a degree  of  insecurity  is  a potent  stimulus  to  action.  When 
security  is  extended  to  all,  what  is  to  induce  lazy  freeloaders  to  contribute 
something  in  return  to  society?  And  what  is  to  prevent  a breakdown  of 
morale  among  those  who  do  work  but  see  the  fruit  of  their  effort  “taken  from 
each  according  to  his  ability,  given  to  each  according  to  his  need”? 
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Another  problem  inherent  in  the  trend  to  big  government  is  the  growing 
' size  of  the  apparatus  needed  to  administer  the  government’s  many  activities. 

I There  arises  a massive  volume  of  laws,  and  a formidable  array  of  government 
agencies,  boards,  and  commissions.  In  the  interests  of  administrative  speed 
[and  efficiency,  appeal  to  the  courts  from  the  decisions  of  these  bodies  may 
not  be  allowed.  The  citizen  finds  his  freedom  restrained  in  two  ways.  He  is 
I constrained  by  many  laws  and  administrative  decisions,  against  some  of 
I which  he  has  no  appeal  even  if  they  seem  to  him  unjust.  Secondly,  he  is  uneasy 
'in  the  conduct  of  his  affairs  that  he  may  unknowingly  break  some  law,  when 
there  is  simply  so  much  law  that  he  cannot  know  much  of  it.  Whether  there 
really  is  a law  against  his  next  step  is  not  relevant;  as  with  a man  walking 
through  a minefield,  it  is  the  uncertainty  that  makes  him  hesitate  over  his 
I next  step. 

I A third  but  related  problem  arises  from  big  government.  The  relative 
jisize  and  strength  of  the  individual  and  the  government  are  grossly  one-sided 
[in  any  society.  In  a democracy,  one  countervailing  power  in  the  individual’s 
hands  is  the  ability  to  make  public  his  complaints,  in  the  hope  that  the  elected 
representatives  will  be  frightened  enough  of  losing  votes  to  right  the  wrong. 
This  mechanism  depends  on  publicity  and  on  control  by  the  elected  represent- 
atives over  the  administrative  arms  of  the  government.  But  publicity  is  most 
readily  available  to  unusual  events,  and  one  individual  can  scarcely  make 
himself  heard  if  a thousand  others  are  complaining  too,  as  is  likely  to  be  the 
case  if  a big  government  becomes  abusive.  The  individual  may  console  himself 
with  the  thought  that,  if  so  many  people  are  complaining,  there  will  be  a 
change  of  government  at  the  next  election.  But  this  consolation  is  empty  if  the 
administrative  parts  of  the  government  are  so  large  as  to  be  beyond  the 
understanding  or  effective  control  of  the  elected  representatives. 

These  difficulties  can  be  more  or  less  overcome.  The  problem  of  incentives 
can  be  met  by  preservation  of  some  significant  inequality  of  income.  Different 
people  would  have  different  opinions  about  the  “best”  mixture  of,  on  the 
lone  hand,  inequality  of  income  to  provide  incentives,  and,  on  the  other  hand, 
measures  to  equalize  income  for  the  sake  of  Justice  and  equality  of  oppor- 
tunity. One  bit  of  information  needed  in  forming  such  an  opinion  is  a Judge- 
ment about  human  motivation.  Why  do  people  work,  anyhow?  If  they  work 
primarily  for  money,  then  monetary  incentives  are  very  necessary.  If  they 
I,  work  primarily  because  they  like  to  or  because  they  were  brought  up  in  the 
habit  or  to  avoid  boredom,  then  monetary  incentives  matter  less  and  income 
inequality  is  less  necessary.  So  we  need  to  form  a Judgement  about  human 
nature  in  order  to  solve  the  problem  of  incentives. 

The  individual’s  problems  in  coping  with  the  law  and  administration  are 
alleviated  by  the  rule  of  law.  Although  the  law  is  complicated  and  volu- 
minous, it  is  at  least  published,  precise,  and  applicable  to  all.  The  rule  of  law 
is  a very  important  foundation  of  personal  freedom.  Just  as  the  price  system 
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presents  the  individual  with  an  impersonal  set  of  economic  restraints  (prices) 
which  he  must  cope  with  for  himself,  the  rule  of  law  presents  him  with  an 
impersonal  set  of  laws  which  he  can  know  and  take  account  of  in  his  decisions. 
The  impersonality  of  both  prices  and  laws  tends  to  save  the  individual  from 
the  humiliation  of  having  to  plead  with  others  for  economic  or  legal  favours. 
(Of  course,  neither  the  price  system  nor  the  legal  system  is  perfectly  impersonal 
in  practice.) 

The  cost  of  legal  action  raises  a major  problem  for  the  rule  of  law.  While 
the  law  formally  applies  equally  to  all,  it  can  be  very  expensive  and  time- 
consuming  for  an  individual  to  assert  his  legal  rights.  Therefore,  in  effect 
there  is  a different  law  for  those  who  can  afford  the  necessary  time  and 
money  than  for  those  who  cannot.  This  problem  has  always  existed  under 
the  rule  of  law,  but  it  becomes  more  critical  as  government  grows.  Some 
possibilities  for  reform,  of  course,  exist. 

Greater  possibilities  for  appeal  from  the  decisions  of  administrative  bodies 
would  be  a useful  added  check  on  them.  Of  course,  such  appeals  suffer  from 
the  weakness  already  mentioned  in  the  previous  paragraph. 

Sweden  has  for  many  years  had  an  official  called  an  ombudsman,  whose  Job 
is  to  receive  and  investigate  citizens’  complaints  about  injustices  in  the 
administration  of  government.  Britain  in  1965  announced  a plan  to  create 
a similar  official,  called  the  Parliamentary  Commissioner  for  Administration. 
Such  an  official,  with  wide  powers  of  investigation,  can  do  much  to  correct 
particular  administrative  abuses  of  individual  freedom,  and  his  very  existence 
may  do  something  to  prevent  such  abuses.  There  is  a danger,  of  course,  of  his 
being  swamped  by  trivial  complaints,  or,  if  he  goes  too  far  to  avoid  this,  of 
his  seeming  to  be  an  aloof,  inaccessible  bureaucrat. 

The  problem  of  control  over  the  civil  service  by  the  elected  representatives 
is  perhaps  the  most  difficult.  A reluctant  civil  service  can,  by  resort  to  its 
superior  experience  and  expertise,  frustrate  almost  any  elected  legislature. 
Also,  the  civil  servants  may  tend  to  vote  for  representatives  who  give  them  a 
free  hand,  and  this  vote  becomes  more  significant  as  the  civil  service  grows. 
The  problem  is  to  elect  able  representatives  and  to  maintain  a co-operative 
attitude  in  the  civil  service. 

Summary 

In  this  chapter  we  looked  at  a rather  tricky  question  from  several  points  of 
view.  The  question  was,  what  bearing  does  the  growth  of  government  in  the 
industrial  countries  have  on  personal  liberty? 

History  is  one  place  where  we  might  find  a tentative  answer.  We  could 
investigate  whether  the  growth  of  democratic  freedom  in  the  19th  century 
required  or  was  aided  by  the  evolution  of  a price  system  largely  unregulated 
by  government.  We  raised  a few  relevant  questions  in  this  chapter  but  did 
not  pursue  them. 


INDIVIDUAL  FREEDOM  IN  A COMPLEX  SOCIETY 


161 


International  comparisons  are  another  source  of  information.  Again,  we 
raised  but  did  not  pursue  questions  about  the  particular  countries  discussed 
in  previous  chapters. 

The  use  of  abstract  models  is  yet  another  way  to  approach  the  question. 
We  looked  at  the  model  of  the  price  system,  and  saw  both  harmonies  and 
conflicts  between  its  nature  and  the  conditions  of  liberty. 

Finally,  we  mentioned  some  specific  ways  in  which  big  government  may 
:irestrict  individual  liberty,  and  said  a little  about  the  problems  of  overcoming 
I these  restrictions. 

I Questions  for  Discussion 

! 1.  This  chapter  has  considered  what  mixture  of  economic  and  political  systems  is 
most  conducive  to  personal  liberty.  Discuss  objectively  what  mixture  is  most 
. conducive  to  a rapid  increase  in  the  general  standard  of  living  (or  to  victory  in 
I wartime,  or  to  any  other  objective  you  may  prefer  to  discuss). 

[2.  There  has  been  considerable  discussion  lately  in  Alberta,  Ontario,  and  elsewhere 
i in  Canada,  about  the  existence  of  many  government  bodies  empowered  to  make 
f administrative  decisions.  Discuss  objectively  the  role  of  one  or  two  of  these. 

3.  “Personal  liberty  does  not  depend  on  what  mixture  of  political  and  economic 
systems  we  have.  It  depends  only  and  entirely  on  the  willingness  of  each  person 
to  demand  it  for  himself  and  to  grant  it  to  others.”  Discuss. 
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